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ABSTRACT 
F r o m 1845 till n o w , fore ign banks have es tab l i shed the i r p resence in C h i n a fo r 158 
years. C h i n a ' s W T O entry is undoub ted ly the tu rn ing po in t fo r fu tu re deve lopmen t o f 
fo re ign banks in China . A n in-depth s tudy of fo re ign b a n k s ' b r a n c h deve lopmen t , 
their nat ionali ty dis t r ibut ion, city dis t r ibut ion, asset scale, loan to depos i t rat io, non-
pe r fo rming debts , re turn on assets and employee educa t iona l level is car r ied out. 
Fore ign b a n k s ' da ta is c o m p a r e d wi th those of the Ch inese local counterpar ts . 
Coup l ed wi th the legal in f luence o f W T O on the fu tu re o f fo r e ign b a n k s in C h i n a the 
s t rengths and weaknesse s o f fo re ign b a n k s in C h i n a are explored . Resu l t s f r o m such 
compar i sons c o m e u p wi th the conc lus ions and forecas t s o n the p rospec t ive w inne r s 
a m o n g fore ign banks , the i r target cus tomers , and , their feas ib le s trategies to e x p a n d 
their bus inesses in C h i n a a f te r W T O . 
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C H A P T E R I 
I N T R O D U T I O N 
D e v e l o p m e n t o f B a n k i n g S y s t e m in C h i n a 
T h e cu r ren t b a n k i n g system^ s t e m s from t h e e s t a b l i s h m e n t o f t h e P e o p l e ' s 
B a n k o f C h i n a (“PBOC”）in 1948. A f t e r t h e f o u n d i n g o f t h e P e o p l e ' s R e p u b l i c o f 
C h i n a ( " P R C " ) in O c t o b e r 1949, P B O C a s s u m e d al l f u n c t i o n s p e r f o r m e d b y b o t h 
loca l a n d f o r e i g n b a n k s a t p resen t . It p l a y e d t h e ro l e o f cen t ra l b a n k a n d g o v e r n m e n t 
t r easury , d i r ec t ed a n d s u p e r v i s e d al l spec ia l i zed subs id i a ry b a n k s , n o n - b a n k f i n a n c i a l 
ins t i tu t ions , a n d i n s u r a n c e c o m p a n i e s . T h r e e m a j o r spec i a l i zed s t a t e - o w n e d b a n k s 
w e r e : t h e Agr i cu l tu r a l B a n k o f C h i n a ( " A B C " ) , s e r v i n g t h e ag r i cu l tu ra l sec to r ; t h e 
P e o p l e ' s C o n s t r u c t i o n B a n k o f C h i n a (“CCB”)，specializing in i n f r a s t r u c t u r e f i n a n c e ; 
a n d t he B a n k o f C h i n a (“BOC，，), a c t i n g a s C h i n a ' s f o r e i g n - e x c h a n g e b a n k . 
P B O C h e l d a m o n o p o l y o n b a n k i n g f u n c t i o n s un t i l 1979. D u r i n g th i s p e r i o d , 
C h i n a r e c o r d e d r o u g h l y 4 0 p e r c e n t s a v i n g rate . P B O C a l l o c a t e d t h e s e s a v i n g s t o 
v a r i o u s indus t r ia l a n d agr icu l tu ra l p r o j e c t s in a c c o r d a n c e w i t h a na t iona l c red i t p l a n 
set b y t h e S ta te P l a n n i n g C o m m i s s i o n o f t h e S ta te C o u n c i l . 9 0 p e r c e n t o f i n v e s t m e n t 
f u n d s w e n t t o l a rge - sca le s t a t e - o w n e d en t e rp r i s e s ( “ S O E s ” ) � . 
A s a n in tegra l pa r t o f C h i n a ' s e c o n o m i c r e f o r m s , b a n k i n g r e f o r m s r e c e i v e d 
g o v e r n m e n t ' s i m m e d i a t e a t t en t ion a f t e r 1979. 
1 Chen, Ji and Thomas. Stephen C. "Banking on China." The China Business Review 
(Washington), Nov./Dec. 1999. 
2 Large-scale SOEs employed about 70 percent of China's 100 million people - largely urban 
industrial workforce. 
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T h e f i rs t p h a s e b e g a n w i t h t he devo lu t ion o f va r ious b a n k i n g f u n c t i o n s from 
P B O C to t he th ree m a j o r spec ia l ized s t a t e -owned banks . T h e y w e r e s p u n o f f as 
i n d e p e n d e n t s t a t e -owned c o m m e r c i a l b a n k s in 1979. A B C w a s m a d e to f o c u s o n 
agr icu l tura l a n d rura l indust r ia l p ro jec ts . C C B w a s d ive r t ed to f i n a n c i n g f i xed -a s se t 
i nves tmen t s in Ch ina . B O C re ta ined its a u t o n o m y to c o n d u c t f o r e i g n - e x c h a n g e 
opera t ions . 
In 1 9 8 4，P B O C b e c a m e C h i n a ' s o f f i c i a l cen t ra l b a n k . Indus t r ia l a n d 
C o m m e r c i a l B a n k o f C h i n a ( " I C B C " ) w a s e s t ab l i shed t o fac i l i ta te th i s t r a n s f o r m a t i o n . 
It t o o k over f r o m P B O C va r ious c o m m e r c i a l b a n k i n g f u n c t i o n s , a n d b e c a m e t h e 
larges t o f C h i n a ' s f o u r s t a t e -owned banks . 
T h r e e ‘policy，banks w e r e f o r m e d in 1994 to a s s u m e the g o v e r n m e n t - d i r e c t e d 
' p o l i c y ' l end ing f u n c t i o n s o f the f o u r s t a t e - o w n e d banks . T h e y i n c l u d e t he Sta te 
D e v e l o p m e n t B a n k , spec ia l i z ing in na t iona l i n f r a s t ruc tu re f i nance ; t h e I m p o r t a n d 
E x p o r t B a n k o f C h i n a，p r o v i d i n g t r ade f i nance ; a n d t h e C h i n a Agr i cu l tu ra l 
D e v e l o p m e n t B a n k , f i n a n c i n g agr icu l tura l d e v e l o p m e n t r e f o r m s . T h e M i n i s t r y o f 
F i n a n c e is h e l d r e spons ib l e t o g ive d i r ec t ion to t hese b a n k s in p r o v i d i n g cap i ta l o r 
m a k i n g loans to S O E s or na t iona l in f ra s t ruc tu re p ro jec t s . 
F o l l o w i n g t he r e l ease o f t he C o m m e r c i a l B a n k L a w a n d Cen t r a l B a n k L a w in 
1995, I C B C , A B C , C C B a n d B O C b e g a n to o p e r a t e o n b u s i n e s s t e rms . 
D u e to t he increas ing ly c o m p l e x a n d g r o w i n g n e e d s o f a m o d e r n i z i n g 
e c o n o m y , th is p e r i o d a l so s a w the d e v e l o p m e n t o f o ther f inanc ia l ins t i tu t ions . O n e 
n e w t y p e o f b a n k i n g ins t i tu t ion w a s t h e sha reho ld ing c o m m e r c i a l b a n k s 
(股份制銀行 ) • V a r i o u s leve ls o f local g o v e r n m e n t s , C h i n e s e ins t i tu t ions , a n d in ra re 
cases , ind iv idua l s , b e c o m e the i r sha reho lders . A m o n g t h e m ’ S h e n z h e n D e v e l o p m e n t 
3 
B a n k and Shanghai P u d o n g D e v e l o p m e n t B a n k are l is ted on the s tock exchanges in 
C h i n a at this momen t . 
Ano the r n e w type of f inancia l inst i tut ion w a s the u rban coopera t ive b a n k 
b a n k s (城市合作銀行)，w h i c h evolved out of C h i n a ' s m o r e than 5 ,000 u rban credi t 
coopera t ives (城市信用合作社） .T h i s ongo ing res t ruc tur ing p rocess resu l ted in 90 
n e w u rban commerc ia l banks and 2 ,800 u rban credi t coopera t ives b y the end of 1999. 
The re were a lso 41 ,755 rural credi t coopera t ives (as s h o w n in F I G U R E 1-1 be low) . 







































































































































































































































































































































































































































































































































































































































































































Highl ighted Banking R e f o r m s 
The gradual re form process of the banking sys tem has been s tepped u p 
significantly in recent years. The improvement in the coun t ry ' s in format ion 
technology, te lecommunica t ion infrastructure and legal system are certainly 
instrumental . The Asian f inancial crisis has also demons t ra ted the impor tance of a 
sound financial system. N e w initiatives to re fo rm the banking system in recent years 
include�： 
• Restructur ing P B O C : a n e w regional b ranch system (12 regional b ranches) has 
been set up along wi th the U S federal reserve structure, replacing the original 
30 provincial branches. 
• Promot ing commercia l iza t ion of state banks: four impor tant m o v e s have been 
identified. They consist of l i f t ing lending quotas by P B O C ; mak ing banks 
responsible for their lending decisions; int roducing a loan classif icat ion 
sys tem which is in line wi th international standards; and extending b a n k s ' 
cus tomers base f r o m traditional SOEs to non-state enterprises and pr ivate 
consumers . 
• Rec t i fy ing prob lem banks: the f ight against f inancial irregularit ies and 
scandals has been intensified. Bold m o v e s m a y be carr ied out to close d o w n 
some insolvent financial institutions. 
• Address ing prob lem of non-per forming loans ("NPLs")： four special asset 
m a n a g e m e n t companies have been formed. Their pr imary duty is to d ispose 
the N P L s of the four s ta te-owned commerc ia l banks . 
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• O p e n i n g f u r t h e r ' R M B b u s i n e s s ' (i .e. b a n k i n g se rv i ces d e n o m i n a t e d in 
R e n m i n b i , i nc lud ing depos i t s a n d l end ing , e tc ) t o f o r e i g n b a n k s : m o r e f o r e i g n 
b a n k s h a v e b e e n a l l o w e d t o d o R M B b u s i n e s s in s e l ec t ed loca t ions a n d in 
se l ec ted m a r k e t s egmen t s . A t t h e e n d o f 1999 , 2 5 f o r e i g n b a n k s w e r e g r a n t e d 
l i censes t o c o n d u c t R M B b u s i n e s s in S h a n g h a i a n d S h e n z h e n . 
H i s t o r y o f F o r e i g n B a n k s in C h i n a 
F o r e i g n B a n k s in O l d D a y s ( 1 8 4 5 - 1 9 5 5 ) 
D e v e l o p m e n t o f f o r e i g n b a n k s in o ld d a y s ' C h i n a c a n b e a n a l y z e d in to s ix 
phases^: 
G e r m i n a t i o n P e r i o d ( 1 8 4 5 - 1 8 6 6 ) 
A f t e r T h e O p i u m W a r , m a n y f o r e i g n cap i t a l i s t s w e r e a t t r ac ted t o t r a d e a n d 
inves t in Ch ina . S u b s e q u e n t l y , s o m e f o r e i g n b a n k s h e a d e d in t o e s t ab l i sh b r a n c h e s 
a n d ins t i tu t ions . T h e first g r o u p o f f o r e i g n b a n k s w a s c o m p o s e d o f e i t he r Br i t i sh o r 
Br i t i sh - Ind ia banks . In 1845, Or i en t a l Bank^ e s t ab l i shed its b r a n c h e s in H o n g K o n g 
a n d G u a n g z h o u . It w a s t h e f i r s t f o r e i g n b a n k in Ch ina . In t h e n e x t 15 yea r s , a n o t h e r 
five f o r e i g n b a n k s e n t e r e d in to Ch ina . 
A b o u t 1860, t h e r e w e r e r ap id g r o w t h in t h e e x p o r t s o f co t ton , r a w s i lk a n d tea. 
A n o t h e r g r o u p o f b a n k s (o the r t h a n Br i t i sh b a n k s ) se t u p the i r b r a n c h e s in C h i n a in a 
g r a d u a l s tage. 
3 Huang,Yiping. "Challenges for China's Financial Reform." NCOS Asia Pacific Press. 3 
Aug. 1998. The Australian National University. 16 Jan. 2001 < http://ncdsnet.anu.edu.au/pd£^china/cu98-
Lpdf>. 
4中國近代金融史編寫組.中國近代金融史.Beijing: China Finance Press (中國金融出版社)， 
1985. 
5 Its name was changed to "Oriental Banking Corporation" in 1851. 
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D u r i n g th is pe r iod , t h e m a i n b u s i n e s s o f f o r e i g n b a n k s w a s " c u r r e n c y 
e x c h a n g e . " A s t h e s e b a n k s g e n e r a t e d h igh p r o f i t m a r g i n from th i s b u s i n e s s , t h e i r 
s t ock p r i ce s ro se s igni f icant ly . H o w e v e r , t h e g loba l c o t t o n m a r k e t p r ice d e c r e a s e d 
d rama t i ca l l y a f t e r the A m e r i c a n Civi l W a r . W h e n t h e i m p a c t o f w o r l d f i n a n c i a l c r i s i s 
s p r e a d t o C h i n a , m a n y f o r e i g n b a n k s w e n t in to b a n k r u p t c y . A f t e r m a t h , on ly f o u r 
f o r e i g n b a n k s su rv ived : Or ien ta l B a n k i n g C o r p o r a t i o n , H o n g K o n g a n d S h a n g h a i 
B a n k i n g C o r p o r a t i o n ( " H S B C " ) , C h a r t e r e d Bank^ (麥加利銀行） a n d M e r c a n t i l e B a n k 
(有利銀行). 
D e v e l o p m e n t P e r i o d ( 1 8 6 7 - E n d o f 1880，s) 
D u r i n g th is pe r iod , b u s i n e s s o f f o r e i g n b a n k s in C h i n a w a s a l m o s t 
m o n o p o l i z e d b y Br i t i sh b a n k s . A f t e r t h e g loba l f i nanc i a l c r i s i s in 1866， the f o u r 
s u r v i v e d Br i t i sh b a n k s , e spec ia l ly H S B C , w e r e f a s t r e c o v e r e d a n d d e v e l o p e d . H S B C 
set u p m o r e t h a n 10 b r a n c h e s in Ch ina . T h e s p e e d s u r p a s s e d t he o the r t h r e e o n e s t o a 
g rea t ex ten t . M e a n w h i l e , H S B C a l so a c c u m u l a t e d m o r e capi ta l . T h e r e w e r e on ly 
t h r ee f o r e i g n b a n k s tha t w e r e non -Br i t i sh b a n k s . B u t s o o n t h e y w e n t in to b a n k r u p t c y 
u n d e r t he in t ense c o m p e t i t i o n from the Br i t i sh coun te rpa r t s . 
G r a n d n e s s P e r i o d ( E n d o f 1 8 8 0 ' s - 1 9 3 6 ) 
W i t h t he g r o w t h o f e c o n o m i c s t r eng th o f A m e r i c a a n d G e r m a n y , a n d t h e 
mi l i t a ry e x p a n s i o n o f J a p a n a n d R u s s i a , i n c r e a s i n g n u m b e r o f f o r e i g n coun t r i e s c a m e 
a n d e s t ab l i shed the i r f i nanc i a l ins t i tu t ions in C h i n a , b r e a k i n g t h e Br i t i sh b a n k s ' 
m o n o p o l y s ta tus . Firs t ly，13 G e r m a n B a n k s c o - i n v e s t e d in S h a n g h a i t o e s t ab l i sh 
" S i n o - G e r n i a n B a n k H e a d q u a r t e r " . F o l l o w e d b y s o m e J a p a n e s e b a n k s , R u s s i a n 
b a n k s , A m e r i c a n ( " U S " ) b a n k s (C i t ibank : 1902 in S h a n g h a i , A m e r i c a n E x p r e s s : 1 9 1 8 
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in S h a n g h a i , etc.), B e l g i u m b a n k s , H o l l a n d b a n k ( A B N A M R O : 1903 in S h a n g h a i ) , 
a n d so on. 
In 1936, t h e r e w e r e 3 0 f o r e i g n b a n k s w i t h 114 b r a n c h e s . A m o n g t h e m , t h e r e 
w e r e f i v e Br i t i sh b a n k s w i t h 2 6 b r a n c h e s ; f o u r A m e r i c a n b a n k s w i t h 17 b r a n c h e s ; 
and , t en J a p a n e s e b a n k s w i t h 3 6 b r a n c h e s ( e x c l u d i n g t h e J a p a n e s e b a n k s in D o n g B e i 
p rov ince ) . B u t , Br i t i sh b a n k s still d o m i n a t e d t h e m a r k e t . F o r i n s t ance , in 1936 , t h e 
to ta l capi ta l asse t s o f t h e five Br i t i sh b a n k s a m o u n t e d t o U S D 169 mi l l i on , h i g h e r t h a n 
U S D 3 6 m i l l i o n o f U S b a n k s a n d U S D 4 0 m i l l i o n o f J a p a n e s e b a n k s . 
D u r i n g th i s e ra , t h e b u s i n e s s o f t h e f o r e i g n b a n k s w a s g rea t ly d e v e l o p e d . 
T h e i r b u s i n e s s s c o p e w a s e x p a n d e d t o i nc lude f o r e i g n c u r r e n c y e x c h a n g e , d e p o s i t s 
a n d loans , c a s h i s suance , h igh- in te res t l oans t o C h i n e s e g o v e r n m e n t a n d s o m e 
b u s i n e s s e s f r o m C h i n e s e F i n a n c e Min i s t ry . 
R e c e s s i o n P e r i o d ( 1 9 3 7 - 1 9 4 5 ) 
D u e to J a p a n ' s i nvas ion in to C h i n a , t h e b u s i n e s s v o l u m e a n d n u m b e r o f 
f o r e i g n b a n k s s h r u n k s ign i f ican t ly . F r o m 1937 to 1945 , n o f o r e i g n b a n k s ( e x c e p t 
J a p a n e s e o n e s ) e s t ab l i shed n e w ins t i tu t ions in Ch ina . O n D e c e m b e r 8, 1941 ( a f t e r 
J a p a n l a u n c h e d t he P a c i f i c W a r ) , J a p a n e s e a r m y e n t e r e d in to S h a n g h a i l e a sed 
te r r i to r ies (租界 ) . F o r e i g n b a n k s w e r e t a k e n o v e r b y J a p a n e s e b a n k s o n e b y one . 
T h u s , t h e f o r e i g n b a n k s ' b u s i n e s s e s in C h i n a w e n t in to s t a g n a n c y a n d chaos . 
F u r b i s h i n g P e r i o d ( 1 9 4 5 - 1 9 4 9 ) 
A f t e r J a p a n s u r r e n d e r e d in 1945 , t he ( f o r e i g n ) b a n k s o f d e f e a t e d c o u n t r i e s 
( G e r m a n y , I ta ly a n d J a p a n ) w e r e t a k e n o v e r b y t h e C h i n e s e g o v e r n m e n t . O t h e r 
f o r e i g n b a n k s c a m e b a c k a n d r e s u m e d the i r b u s i n e s s e s v e r y soon . To ta l l y , t h e r e w e r e 
6 Later, its name changed to Standard Chartered Bank ("SCB"). 
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15 f o r e i g n banks? ope ra t i ng in Ch ina . A f t e r t h e w a r , t h e C h i n e s e g o v e r n m e n t 
a c c e p t e d h u g e f inanc ia l a s s i s t ance f r o m U S . T h e s u b s e q u e n t f inanc ia l b u s i n e s s e s p u t 
U S b a n k s in t he m o s t a d v a n t a g e o u s pos i t i on t o e x p a n d _ the i r cap i ta l r o se twice . 
A l t h o u g h t h e n u m b e r o f f o r e i g n b a n k s d r o p p e d dras t i ca l ly a n d m o s t o f t he i r 
b u s i n e s s w a s c o n c e n t r a t e d in S h a n g h a i , t h e cap i ta l v o l u m e w a s i n c r e a s e d t o a 
s ign i f i can t leve l a n d the i r b u s i n e s s e s w e r e d e v e l o p e d rapid ly . T h e f o l l o w i n g t a b l e s 
s h o w the s ta tus o f f o r e i g n b a n k s in t h e S h a n g h a i b a n k i n g indus t ry d u r i n g t ha t pe r iod : 
T A B L E 1-1 
M A R K E T S H A R E O F F O R E I G N B A N K S I N C H I N A ( 1 9 4 7 - 8 ) 
N o . of Fore ign B a n k s ' Capital / N o . of Loca l B a n k s ' Capi tal / 
Fore ign All B a n k s ' Capi tal in Loca l All B a n k s ' Capi ta l in 
B a n k s China B a n k s Ch ina 
— 1 9 4 7 13 2 6 . 2 % 147 ~ ~ 5 4 . 2 % 
“ 1 9 4 8 12 3 6 . 0 % 145 5 0 . 0 % 
Source : L iu , Ti . M u l t i n a t i o n a l B a n k s a n d F i n a n c e E x p l o r a t i o n 
(跨國銀行與金融深化 ) . S h a n g h a i : F a r E a s t P r e s s (上海遠東出版社 )， 1 9 9 8 . 
7 The 15 foreign banks were: 
i. US: Citibank, American Express, Chase (大通)，AIG Group (友邦),Bank of America (美洲銀行） 
ii. Britain: HSBC, Chartered Bank, Mercantile Bank, Sha Xun (沙遜） 
Hi. France: Dong Fang Hui Li (東方匯理)，Zhong Fa Gong Shang Yin Hang (中法工商銀行） 
iv. Holland: ABN AMRO, An DaYin Hang (安打銀行） 
V. Belgium: Belgian Bank (華比銀行） 
vi. Soviet: Mo Si Ke Guo Min Yin Hang (莫斯科國民銀行） 
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TABLE 1-2 
D E P O S I T & L O A N S C A L E O F F O R E I G N B A N K S I N C H I N A (1947-8) 
Foreign Banks ' Deposits / Foreign Banks ' Loans / 
Total Deposits in China Total Loans in China 
1945 11% 4 % 
1947 17% — 3 1 % 
1948 20o/o 4 8 % 
Source: Liu, Ti. Mul t inat ional B a n k s and F inance Explora t ion 
1：跨國銀行與金融深化 i Shanghai : Far Eas t Press (上海遠東出版社)，1 9 9 8 . 
Liquida t ion and Suspension Per iod 0 9 4 9 - 1 9 5 5 ) 
Af t e r the es tabl ishment of P R C , 11 foreign banks w e r e approved by the n e w 
government as ' nomina t ed banks ' to conduct the fore ign t rade related business . 
Howeve r , their privi leges were r emoved and their bus inesses were pu t under the 
supervis ion of B O C . Af t e r a whi le of straddle, the fore ign banks appl ied fo r 
shutdown. Five U S banks lef t Shanghai in D e c e m b e r 1949. Ano the r f ive banks a lso 
put u p the shutters f r o m 1952 to 1955. H S B C and S C B reopened their b ranches in 
Shanghai a f te r 1956. However , there were only l imited bus inesses avai lable fo r t h e m 
in ' f o r e ign exchange se t t l ement '(結匯). 
Fore ign Banks N e w A g e (1979-Present ) 
Dur ing the per iod f r o m the es tabl ishment o f P R C to 1978, the g o v e r n m e n t ' s 
a t t i tude towards fore ign banks was negative. A f t e r the l iquidat ion per iod (1949-
1955)，six fore ign banks , including overseas Ch inese b a n k s r ema ined in China: 
H S B C , SCB，Bank of Eas t As ia and Oversea -Chinese Bank ing Corpora t ion L imi ted 
( " O C B C " ) (華僑銀行） i n Shanghai ; and, H S B C and O C B C in X iamen . Dur ing this 
per iod, the deve lopment of fore ign banks was in its s tagnancy. 
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A f t e r s o m e deba tes , t he C h i n e s e l eade r s c o n c l u d e d in 1979 tha t o p e n i n g t h e 
b a n k i n g sec to r t o fo r e ign p l aye r s w o r t h r i sk- tak ing . T h e y d e c i d e d t o o p e n a c c e s s t o 
f o r e i g n b a n k s s t ep b y s tep a n d w i t h ce r ta in f inanc ia l l imi ta t ions . 
S ince t he I m p o r t a n d E x p o r t B a n k o f J a p a n o p e n e d i ts r ep re sen ta t ive o f f i c e in 
B e i j i n g in D e c e m b e r 1979, m o r e fo r e ign b a n k s h a v e e n t e r e d in to t h e C h i n a m a r k e t 
a n d t a k e n i m p o r t a n t ro les in the e c o n o m y . D e v e l o p m e n t o f f o r e i g n b a n k s in C h i n a 
c a n b e a n a l y z e d in to five w a v e s : 
F i rs t W a v e 
In 1982，foreign b a n k s w e r e p e r m i t t e d t o e s t ab l i sh f i nanc i a l ins t i tu t ions in t h e 
f o u r Spec ia l E c o n o m i c Z o n e s , S h e n z h e n , Xiamen，Zhuha i , a n d Shan tou . A f t e r H o n g 
K o n g ' s N a n y a n g C o m m e r c i a l B a n k e s t ab l i shed its f i r s t b r a n c h in S h e n z h e n in 1982^, 
m a n y f o r e i g n b a n k s s w a r m e d in. 
In 1985, C h i n a p r o m u l g a t e d its f i r s t set o f ru les a n d r egu l a t i ons f o r t h e 
o p e r a t i o n o f w h o l l y f o r e i g n - o w n e d a n d j o i n t v e n t u r e f i n a n c i a l ins t i tu t ions l o c a t e d i n 
t h e five Spec ia l E c o n o m i c Z o n e s . 
Ti l l t h e e n d o f 1990, t he re w e r e 3 2 o p e r a t i n g f o r e i g n f i n a n c i a l ins t i tu t ions , 
b e l o n g e d t o 2 3 f o r e i g n b a n k s , i n s u r a n c e c o m p a n i e s a n d f i nanc i a l c o m p a n i e s . T h e k e y 
p u r p o s e o f b r i n g i n g in f o r e i g n b a n k s w a s t o m e e t t he d e m a n d o f f o r e i g n capi ta l . T h e y 
w e r e m a i n l y t h o s e b a n k s tha t h a d e s t ab l i shed b u s i n e s s in C h i n a b e f o r e — i n c l u d i n g 
H o n g K o n g , E u r o p e a n , U S a n d J a p a n e s e b a n k s . 
A t t h e s a m e t ime , t h e n u m b e r o f r ep re sen t a t i ve o f f i c e s o f f o r e i g n b a n k s 
i n c r e a s e d a lot. In 1990，foreign b a n k s , i n s u r a n c e c o m p a n i e s a n d secur i ty c o m p a n i e s 
8 It was approved on 17 July, 1981, but opened on 9 January, 1982. 
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f r o m 2 4 coun t r i e s es tab l i shed 2 0 7 represen ta t ive o f f i c e s in 13 ci t ies , m a i n l y in B e i j i n g 
( 1 1 2 ) a n d Shangha i (35). 
S e c o n d W a v e 
In Sep.，1990， in o rde r t o suppor t t he d e v e l o p m e n t o f P u d o n g Dis t r ic t , 
S h a n g h a i w a s the f i rs t ci ty o ther t h a n the Specia l E c o n o m i c Z o n e s o p e n e d to f o r e i g n 
f inanc ia l inst i tut ions. In 1 9 9 6，S h a n g h a i h a d 4 6 ope ra t i ng f o r e i g n f inanc ia l 
ins t i tu t ions , o n e th i rd o f total f o r e ign f inanc ia l ins t i tu t ions in Ch ina . 
T h i r d W a v e 
F o l l o w i n g D e n g X i a o p i n g ' s S p e e c h in t he Sou th in 1992, C h i n e s e g o v e r n m e n t 
d e c i d e d to s p e e d u p the r e fo rms . Seven m o r e c i t ies - Da l i an , T i an j in，Qingdao , 
N a n j i n g , N i n g b o , F u z h o u and G u a n g z h o u - w e r e o p e n e d . A t t he s a m e time， 
S h a n g h a i w a s des igna t ed as a t r ial p l ace fo r the in t roduc t ion o f a fo r e ign i n s u r a n c e 
c o m p a n y , A I A In su rance G r o u p from US. 
Fou r th W a v e 
In Ju ly 1994， the C h i n e s e g o v e r n m e n t a p p r o v e d t he e x p a n s i o n o f f o r e i g n 
b a n k s f r o m the coas ta l a reas t o 11 in land ci t ies , Sh i j i a zhuang , W u h a n , Xi 'an， 
C h e n g d u , C h o n g q i n g , H a n g z h o u , H e f e i , S h e n y a n g , S u z h o u a n d K u n m i n g . In 1995, 
B e i j i n g w a s a d d e d to t he list. S ince then , the re w e r e 2 4 c i t ies w h e r e fo r e ign f inanc ia l 
ins t i tu t ions cou ld es tab l i sh thei r b ranches . 
F i f t h W a v e 
In D e c e m b e r 1996， the Prov i s iona l R u l e s G o v e r n i n g t he C o n d u c t o f R M B 
B u s i n e s s b y F o r e i g n - F u n d e d F inanc i a l Ins t i tu t ions in P u d o n g 
(上海浦東外資金融機構經營人民幣業務試點暫行管理辦法）w a s promulgated. 
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B e i n g a p p r o v e d b y P B O C , f o u r fo r e ign b a n k s - H S B C , C i t ibank , T o k y o - M i t s u b i s h i 
B a n k , Indust r ia l B a n k o f J a p a n cou ld c o n d u c t R M B bus iness . A l t h o u g h t h e R M B 
b u s i n e s s w a s res t r ic ted to fo re ign- inves ted en te rp r i ses (FIEs) , t h e c h a n g e w a s 
r e g a r d e d b y fo re ign b a n k s as a b reak th rough . 
S ix th W a v e 
O n D e c e m b e r 20，2001, P R C ' s F o r e i g n - F u n d e d F inanc ia l Ins t i tu t ions ( " F F I " ) 
R e g u l a t i o n w a s enac ted . It is a pos i t ive s tep in l ink ing t h e supe rv i so ry po l i ce s f o r 
fo r e ign b a n k s w i t h t hose f o r local Ch inese banks . T h e n e w regu la t ion a l l o w s fo re ign 
f inanc ia l ins t i tu t ions to es tab l i sh the i r b r a n c h e s in any c i t ies in C h i n a f o r f o r e i g n 
e x c h a n g e b u s i n e s s w i th any cus tomers . F u r t h e r m o r e , t h e r e q u i r e m e n t fo r c o n d u c t i n g 
R M B b u s i n e s s is loosen . It is u n d o u b t e d l y a m i l e s t o n e f o r the d e v e l o p m e n t o f f o r e i g n 
b a n k s in China . De ta i l s o f the Regu l a t i on wi l l b e s tud ied in C h a p t e r EI . 
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CHAPTER II 
C U R R E N T S T A T U S O F F O R E I G N B A N K S I N C H I N A 
G r o w i n g R e p r e s e n t a t i v e O f f i c e s a n d B r a n c h e s 
S ince M r . D e n g X i a o p i n g m a d e h i s s p e e c h in t h e S o u t h o n t h e n e e d t o s p e e d 
u p t h e p r o c e s s o f e c o n o m i c r e f o r m s in 1992, m o r e a n d m o r e c i t ies h a s b e e n o p e n e d t o 
f o r e i g n banks .^ P e r m i s s i o n w a s g ran t ed to s o m e f o r e i g n b a n k s t o c o n d u c t R M B 
b u s i n e s s w i t h F I E s in la te 1996^° A t t he e n d o f 1996, t h e r e w e r e 71 f o r e i g n b a n k 
r ep re sen t a t i ve o f f i c e s a n d 131 b r a n c h e s o f f o r e i g n banks . 
T A B L E 2-1 
1996 1997 1998 1999 2000 一 
No. No. Growth No. “ G r o w t h N o . Growth No. Growth 
Rate Rate Rate Rate 
Representative 287.32% 257 - 6 . 5 5 % 247 - 3 . 8 9 % 4 2 9 7 3 . 6 8 % 
Office 
Branches 131~ 142 8.40% 162 14.08% 156 - 3 . 7 0 % 155 - 0 . 6 4 % 
Total 202 417 106.44% 419 0 . 4 8 % 403 - 3 . 8 2 % 584 44.91%" 
Source : C h i n a F i n a n c e S tudy C o m m i t t e e (中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . B e i j i n g : C h i n a F i n a n c e P r e s s (中國金融出版社 )， 1 9 9 7 - 2 0 0 1 
( 2 0 0 0 i n f o r m a t i o n o b t a i n e d f r o m M F O B A N K ) . 
9 After Deng Xiaoping's speech in the South in 1992, Chinese government decided to expedite the 
process of economic reforms in China. 7 cities - Dalian, Tianjin, Qingdao, Nanjing, Ningbo, Fuzhou and 
Guangzhou - were opened to foreign financial institutions. In order to deepen the reforms, it was approved 
in July 1994 the expansion of foreign banks from coastal areas to 11 inland cities: Shijiazhuang, Wuhan, 
Xi'an, Chengdu, Chongqing, Hangzhou, Hefei，Shenyang, Suzhou and Kunming. In 1995，Beijing was also 
added to the list. Till then, there were 24 cities where foreign financial institutions could establish their 
operations. 
In December 1996, the Provisional Rules Governing the Conduct of RMB Business by Foreign-
Funded Financial Institutions in Pudong. Being approved by PBOC, four foreign banks - HSBC, Citibank, 
Tokyo-Mitsubishi Bank, Industrial Bank of Japan could conduct RMB business. Although the RMB 
business was restricted to foreign-invested enterprises (FIEs), the change was regarded by foreign banks as a 
breakthrough. 
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In 1997 , t h e n u m b e r o f f o r e i g n b a n k r ep resen ta t ive o f f i c e s t r ip led. A t t h e 
s a m e t ime , fo re ign b a n k b r a n c h e s g r e w b y e igh t pe rcen t . In t h e f o l l o w i n g t w o yea r s , 
t h e n u m b e r s o f r ep resen ta t ive o f f i c e s r e c o r d e d s l ight d e c r e a s e o f s e v e n a n d f o u r 
p e r c e n t respec t ive ly . T h e o u t b r e a k o f A s i a n F i n a n c i a l Cr i s i s 1997 m a y b e t h e m a i n 
r ea son . S o m e J a p a n e s e a n d K o r e a b a n k s w i t h d r e w s o m e o f the i r r ep re sen t a t i ve 
o f f i c e s f r o m C h i n a a f t e r r e - eva lua t ion o f the i r o v e r s e a s i n v e s t m e n t s t ra tegies . T h e 
w i t h d r a w a l o f 5 J a p a n e s e b r a n c h e s a n d 1 K o r e a n b r a n c h a c c o u n t e d f o r t he 4 % d e c l i n e 
in f o r e i g n b r a n c h e s in 1999 (P lease r e fe r t o T A B L E 2 - 3 f o r deta i l s ) . 
F o r t he p u r p o s e o f cu t t i ng cos t s a n d e n h a n c i n g c o m p e t i t i v e n e s s , t h e f o u r s ta te-
o w n e d ( c o m m e r c i a l ) b a n k s h a d b e e n cur ta i l ing the i r b r a n c h e s , s u b - b r a n c h e s a n d 
d e p o s i t - t a k i n g o f f i ce s . In 1999, t h e r e w e r e m o r e t h a n 135 ,704 b u r e a u s in all k i n d s -
b r a n c h e s , s u b - b r a n c h e s a n d depos i t - t ak ing o f f i ces . T h i s n u m b e r is 8 7 0 t i m e s � i o f t h e 
n u m b e r o f t h e to ta l ope ra t iona l ins t i tu t ions o f f o r e i g n b a n k s in C h i n a in t h e s a m e 
pe r iod . E v e n i f t h e m a r k e t is to ta l ly o p e n e d u p five y e a r s a f t e r C h i n a ' s W T O ent ry , it 
is o b v i o u s tha t c o m p e t i n g w i t h d o m e s t i c b a n k s o n b r a n c h n e t w o r k wi l l still b e a cos t ly 
a l t e rna t ive t o f o r e i g n b a n k s . 
11 The total number of domestic bank bureaus over the total number of foreign bank branches in 
1999: 135,704/156 = 870. 
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TABLE 1-2 
N U M B E R O F B U R E A U S O F F O U R L O C A L S T A T E - O W N E D B A N K S I N C H I N A 
Banks 1996 1997 1998 1999 
I C B C N o . o f Outlets 38,219 41,990 39,986 3 6 , 9 ^ 
Growth Rate N/A 9 . 8 7 ^ -4.77^/7 -7.70%" 
A B C N o . o f Outlets 6 5 , 8 ^ 63，676— 58,466 56,539 
Growth Rate W A -3.33% -8.180/7 -3.30%" 
B O C ” No. o f Outlets 1 3 , 8 ^ 1 5 , 2 5 r 15,227 14,368" 
Growth Rate N/A 10.01% -0.16% - 5 . 6 4 ^ 
C C B ~ No. of s 35,TT^ 3 2 , 7 8 ^ 30,470 27,889" 
Growth Rate N/A - 6 . 6 3 ^ -7.07% -8.47%" 
Total No. of Bureaus ~ " l 14,851 111,715 144,149 1 3 5 , 7 0 r 
"Growth Rate N/A -2.73% 29.03% -5.86% 
* N / A : no t app l i cab le . 
Source : C h i n a F i n a n c e S t u d y C o m m i t t e e (中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . B e i j i n g : C h i n a F i n a n c e P re s s (中國金融出版社 )， 1 9 9 7 - 2 0 0 0 . 
Na t iona l i t y D i s t r i bu t ion o f F o r e i g n B a n k s 
F r o m 1996 to 1999， there w a s on ly a smal l i nc rea se in t h e na t iona l i t i e s o f 
f o r e i g n b a n k s (1996 ; 17; 1999: 19). F o r e i g n b a n k b r a n c h e s f r o m J a p a n , H K , Br i t a in , 
F r a n c e , U S A , S ingapo re , G e r m a n y a n d K o r e a t o o k u p ove r 82 percent^^ o f t h e to ta l 
f o r e i g n b a n k b r a n c h e s in Ch ina . T h e s e b a n k s c o m e f r o m coun t r i e s w h i c h h a v e c l o s e 
b u s i n e s s r e l a t i onsh ips w i t h C h i n a s ince l o n g t i m e ago. 
12 According to TABLE 3-3, the branch share of the foreign banks from Japan, HK, Britain, France, 
US, Singapore, Germany and Korea compared against the total number of branches of foreign banks in 
China were 86.26% (1996); 84.51% (1997); 83.33% (1998) and 82.69% (1999). 
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TABLE 1-2 
N A T I O N A L I T Y D I S T R I B U T I O N O F F O R E I G N B A N K S IN C H I N A 
Nationalities 1996 1997 1998 1999 
Japan ^ ^ ^ 28 
HKSAR ^ ^ ^ 36 
United Kingdom U 16 8_ 
France 15 15 17 17 
USA 9 n 12 13_ 
Singapore 8 9 H 11 
Germany 5 5 9 ^ 
Korea 8 9 8 ^ 
Holland 5 5 7 7_ 
Thailand 4 5 5 ^ 
Canada 4 5 5 ^ 
Belgium 1 2 3 3_ 
Australia 1 2 2 ^ 
Italy 1 1 2 ^ 
Portugal 1 1 1 1_ 
Austria 0 0 0 
Switzerland 1 1 1 1_ 
Spain 0 0 1 ] _ 
Total 131 I 142 162 156 
Source: Ch ina Finance Study C o m m i t t e e (中國金融學會 ) . A l m a n a c of China 's 
F inance and Banking. Bei j ing: China Finance Press (中國金融出版社)，1997-2000 . 
City Distr ibution of Foreign Banks 
Accord ing to the Chinese legislation, each foreign bank could only set u p one 
b ranch in one city. Thus, fore ign banks have been very caut ious in selecting places of 
opera t ions in China. Be ing the commercia l and f inancial center of China wi th 
cons iderable fore ign direct investment and double-digit G D P growth in the past n ine 
years 13，Shanghai, wi thout doubt , had attracted the attention of mos t foreign banks. In 
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1999, 2 8 percent !* o f to ta l f o r e ign b r a n c h e s w e r e loca ted in Shangha i . S h e n z h e n , 
B e i j i n g , G u a n g z h o u a n d T i a n j i n , b e c a u s e o f the i r i m p o r t a n c e in t e r m s o f e c o n o m y o r 
po l i t i cs , w e r e r a n k e d b e h i n d Shangha i . A s seen f r o m t h e f o l l o w i n g T A B L E 2-4，from 
1996 to 1999 t h e r e h a d b e e n n o b i g c h a n g e in t he city d i s t r ibu t ion o f f o r e i g n b a n k s . 
T A B L E 2-4 
C I T Y D I S T R I B U T I O N O F F O R E I G N B A N K B R A N C H E S IN CHINA^® 
Cities 1996 1997 1998 1999 ~ ~ 
No. No. Growth No. Growth No. Growth 
Rate Rate Rate 
Shanghai 3 7 — 39 ~ 5.41% 54 38.46% 44 “ -18.52% 
Shenzhen 24 23 -4.17% 23 0.00% 24 “ 4.35% 
Beijins 9 “ 14 55.56% 16— 14.29% 18 12.50% 
Guangzhou 13 14 — 7.69% 15 7 . 1 4 � 厂 15 0.00% 
Tianjin 12 13 8.33% 13 O.OOS^ 14 7.69% 
Dalian 1 0 ~ 10 ~ 0.00% 10 0 . 0 0 ^ ^ 10 0.00% 
Xiamen 9 10 11.11% 10 0 . 0 0 ^ ^ 10 一 0.00% 
Qingdao 3 “ 3 0.00% 3 — 0.00% 3 0.00% 
Shantou 3 “ 3 0.00% 3 0.00% 3 0.00% 
Zhuhai 3 “ 3 0.00% 3 — 0.00% 3 0.00% 
Haikou 3 “ 2 -33.33% 2— 0.00% “ 2 0.00% 
Wuhan 1 “ 2 100.00% 2 0.00% “ 2 0,00% 
Chengdu 1 “ 1 0.00% 1— 0.00% 1 0.00% 
Fuzhou 1— 1 0.00% — 1 0.00%~" 1 0.00% 
Kunming 1 ~ 1 — 0.00% — 1 0.00% 1 0.00% 
Nanjing 1— 1 — 0.00% 1 0 . 0 0 % ~ 1 0.00% 
Shekou 0 0 N/A — 1 N/A 1 0.00% 
Suzhou 0 “ 1 N/A 1 0.00% 1 0.00% 
Yangpu 0 “ 0 N/A ~ ~ V N/A 1 0.00% 
Chongqing 0 ~ 1 N/A 1 0.00% 1 0.00% 
Total I 131 I 142 I 8.40% 162 14.08% 156 -3,70o/o 
* N / A : n o t app l i cab le . 
Sou rce : C h i n a F i n a n c e S tudy C o m m i t t e e(；中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . B e i j i n g : C h i n a F i n a n c e P r e s s (中國金融出版社 )， 1 9 9 7 - 2 0 0 0 . 
"Economic Growth." Shanghai, China. Shanghai Government. 20 Feb. 2002 
<http://www.shanghai.gov.cn/gb/shanghai/viewshanghai/node63/nocie64/index.html>. 
It is calculated based on data of TABLE 2-4: number of branches in Shanghai / total number of 
branches in China = 44/156 = 28.21%. 
For year 1998, the number of foreign bank branches in Shanghai was 54，which included 45 
branches and 9 sub-branches. 
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S m a l l A s s e t Sca l e s 
A l o n g w i t h t he g r o w t h o f f o r e i g n b a n k r ep re sen t a t i ve o f f i c e s a n d b r a n c h e s 
w e r e t h e e x p a n s i o n o f fo r e ign b a n k s ' asse t size. D u r i n g t h e p e r i o d f r o m 1992 t o 
1996, t he i r asse ts w e r e soa red b y f i v e t i m e s (i.e. 55 percent^^ u p p e r a n n u m ) . 
H o w e v e r , f r o m 1996 to 1999, t he re w a s a smal l r i se o f s ix p e r c e n t (i .e. t w o p e r c e n t � 
u p p e r a n n u m ) . T h i s c o u l d b e e x p l a i n e d b y the w i t h d r a w a l o f f i v e J a p a n e s e a n d o n e 
K o r e a n b r a n c h e s f r o m C h i n e s e m a r k e t ( see T A B L E 2 - 3 ) a f t e r t h e A s i a n F i n a n c i a l 
Cr is i s . F o r e i g n b a n k s ' asse ts h a d b e e n d e c r e a s i n g ti l l 2 0 0 0 w h e n t h e y w e r e 
r e b o u n d e d b y a n e igh t p e r c e n t rise. 
T A B L E 2 - 5 
T O T A L A S S E T S O F F O R E I G N B A N K S I N C H I N A ( U S D B I L L I O N ) 
1992 1993 1994 1995 1996 1997 1998 1999 2000 
T ® ^ 5.53 7.58 11.84 19.14 29.92 37.90 34.18 31.79 34.43 
Asset 
P^owt N/A 37.07% 56.20% 61.66% 56.32% 26.67% -9.82% -6.99% 8.30% 
h Rate [_ 
* N / A : no t app l i cab le . 
Source : C h i n a F i n a n c e S t u d y C o m m i t t e e ( 中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . Be i j i ng : C h i n a F i n a n c e P r e s s (中國金融出版社 )， 1 9 9 3 - 2 0 0 1 
( 2 0 0 0 i n f o r m a t i o n o b t a i n e d f r o m I N F O B A N K ) . 
During the period from 1992 to 1996, growth in total assets of foreign banks was (31.79-
5.53)/5.53*100% = 474.86%. Thus, annual growth rate is 54.86%: (1+ r)'=5.7486; r = 54.86%. 
口 Similar to Footnote 14，annual growth rate of foreign banks' assets for the period from 1996 to 
1999 was 2.02%: (1+r)' =1.0625; r = 2.02%. 
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Source: China Finance Study C o m m i t t e e (中國金融學會 ) . A l m a n a c of China's 
F inance and Banking. Bei j ing: China Finance Press (中國金融出版社)，1 9 9 3 - 2 0 0 1 
(2000 informat ion obtained from INFOBANK) . 
On the other hand, local Chinese banks expanded their assets in the same 
per iod (1996-1999). The four s tate-owned (commercia l ) banks, ICBC, A B C , B O C 
and C C B , recorded growth of 21，56, 26 and 40 percent in assets respectively. Excep t 
fo r Bank of Communica t ion (“BOCO”） l isted in T A B L E 2-6, each of the 
sharehold ing (commercia l ) banks - China Merchan t Bank (“CMB,，)，Shanghai 
P u d o n g Deve lopmen t Bank (“SPDB”）and Shenzhen Deve lopment Bank ( S D B ) -
revealed an increase of more than 50 percent. 
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TABLE 2-10 
A S S E T S O F 8 L O C A L B A N K S IN C H I N A ( U S D B I L L I O N P 
Banks I W 1 9 ^ 1 9 9 6 - 9 9 
Growth 
ICBC Asset — 437.36 354.76— 391.24 427.62 ~ 72.85 
Growth Rate N/A N/A 10.28% 9.30% — 20.54% 
ABC Asset 176.77" 190.13~ 244.31 274.92 98.15 
Growth Rate N/A~ 7.56% 28.49% ~ 12.53% 55.53% 
BOC Asset 250.88— 269.59 299.03 316.27 65.38 
Growth Rate N/A 7.46% 10.92% 5.76% 26.06% 
CCB Asset 189.93— 203.16 “ 232.38 265.89 75.96 
Growth Rate N/A~ 6.96% 14.38% —14.42% ~~39.99% 
BOCO Asset 52.24" 54.33一 58.46 65.00 12.76 
Growth Rate N/A" 4.00% 7.60% 11.19% 24.42% 
CMB Asset ~ ~ 12.37 15.71 16.68 — 19.87 7.50 
Growth Rate N/A" 26.98%~ 6.19% 19.12% — 60.62% 
SPDB Asset 7.83— 9.86 10.26 — 12.47 4.64 
Growth Rate N/A 25.97% “ 4.02% 21.53% 59.25% 
SDB Asset 3.62— 3.78 4.71 — 5.54 1.92 
Growth Rate N/A_ 4.51% 24.63% —17.59% 53.16% 
T O T A L A s s e t — 1’131.00— 1,101.32 1,257.06 1,387.56 ~ 6 9 3 . 9 3 
Growth Rate N/A 丨 58.78% | 14.14o/o | 10.38% | 100.04% 
* N / A : no t app l i cab le . 
Source : C h i n a F i n a n c e S tudy C o m m i t t e e ( 中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . Be i j i ng : C h i n a F i n a n c e P res s (中國金融出版社 )， 1 9 9 7 - 2 0 0 0 . 
C o m p a r i n g w i t h t h o s e o f local C h i n e s e b a n k s , f o r e i g n b a n k s ' a s se t s in C h i n a 
w e r e t r iv ia l . T h e f o l l o w i n g T A B L E 2 - 7 s h o w s tha t f o r e i g n b a n k s ' to ta l a s se t s in 
C h i n a w e r e a b o u t th ree p e r c e n t o f t he e igh t loca l C h i n e s e b a n k s ' l i s ted in T A B L E 2 -
6. T h e y w e r e m e r e l y e q u a l t o ha l f o f t h e asse t s o f t h e B a n k o f C o m m u n i c a t i o n , w h i c h 
is o n l y a m i d d l e - s c a l e b a n k in Ch ina . 
18 ICBC's 1996 figure is ignored for calculation of growth (rate) as ICBC changed their accounting 
policies from 1997 onwards - in order to avoid problem of inconsistency. It began to record the intra-bank 
transactions on a net basis instead. Thus, the total assets and liabilities decreased since then. 
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TABLE 2-10 
F O R E I G N B A N K S ' VS. L O C A L BANKS，ASSETS IN C H I N A ( U S D B I L L I O N ) 
1996 1997 1998 1999 
(1) Total Assets of Foreign Banks 29.92 37.90 34.18 31.79 
(2) Total Assets of 8 Local Banks 1,131.00 1,101.32 1,257.06 1,387.56 
( l ) / ( 2 ) 2.65% 3.44% 2.72% 2.29o/o 
Source: China Finance Study C o m m i t t e e(中國金融學會 ) • A lmanac of China 's 
F inance and Banking. Bei j ing: China Finance Press (中國金融出版社)，1997-2000 . 
Looking on a wor ldwide basis, the picture seems to be quite different . The 
assets of Cit ibank, H S B C and SCB, for instance, amounted to U S D 1,452 bi l l ion 
( T A B L E 2-8). It is U S D 6 5 bil l ion above the total assets of the eight local banks 
men t ioned above ( T A B L E 2-6). Even though foreign banks ' marke t share in China is 
l imited, the enormous global assets may suggest that each of these three banks is 
capable to exercise their inf luence over Chinese market by acquir ing or merg ing wi th 
local banks af ter the gradual deregulat ion promised by the Chinese government . 
Wi th the for thcoming competi t ion in China, it will be strenuous for t h e m to 
accumula te the asset level in China as high as that held by any s ta te-owned banks. 
For example , I C B C ' s 1999 assets were 53 percent and 75 percent of Ci t ig roup ' s and 
H S B C ' s respectively. Though its assets growth rate did not surpass the fore ign 
counterpar ts , it was reasonably above 20 percent f rom 1996 to 1999 (Cit ibank: 17.74 
percent ; H S B C : 41.44 percent ; and, SCB: 22.24 percent). Compet ing on asset scale 
wil l require put t ing at least half or one third of their total assets into Chinese market . 
T h e b ig scale of local banks will great a threat to foreign banks. 
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TABLE 2-10 
G L O B A L A S S E T S O F 3 F O R E I G N B A N K S ( U S D B I L L I O N ) 
Bank f w I W “ 2 0 0 0 9 6 - 9 9 
Growth 
Citibank Asset 675.74 755.17 740.34 795.58" 902.21 119.85 
Growth Rate— N/A 11.75% ~-1.96% ~ 7 . 4 6 % 13.40% 17.74%" 
H S B C A s s e t ~ 402.38 一 471.69 483.13 569.14 673.81 166.76 
"Growth Rate N/A " 17.22% ~ 2.43% "~17.80% 18.39% 41.44% 
SCB 丨 9 A s s e t — 71.63 一 77.87 "“"“79.42 S l J ^ 102.45 15.93 
Growth Rate" N/A 8.72%— 1.99% ~To.25% 1 7 . 0 1 ^ 22.24% 
TOTAL Asset ~ 1149.75 “ 1304.73 1302.89 1452.28 302.53" 
Growth Rate N/A 13.48% -0.14% 11.47% 15.57% 26.31% 
* N / A : n o t a p p l i c a b l e 
Sou rce : A n n u a l r epor t s o f C i t i bank , H S B C a n d S C B , 1996-2000 . 
L o w L o a n a n d D e p o s i t B a l a n c e s 
F o r e i g n b a n k s ' l e n d i n g w a s r o u g h l y 3 % ove r t he b a l a n c e s o f the e igh t C h i n e s e 
b a n k s f o r t h e p e r i o d 1996-99. It is in cons i s t en t w i th t he p r o p o r t i o n o f the i r a s se t 
s i zes ( s e e T A B L E 2-7) . N e v e r t h e l e s s , t he i r depos i t ra t ios w e r e equa l t o less t h a n o n e 
p e r c e n t . B e c a u s e o f t h e c o n s i d e r a b l e d i sc repancy w i th loca l b a n k s o n t h e n u m b e r o f 
b r a n c h e s ; a n d , t he lega l res t r ic t ions o n b u s i n e s s loca t ions a n d c u s t o m e r types , f o r e i g n 
b a n k s w e r e de f in i t e ly in a d i s a d v a n t a g e pos i t ion to abso rb n e w depos i t s . 
19 Fiscal year for Standard Chartered Bank ends on December 31 for each year. Thus the exchange 
rate of GBP:USD was 1.6998 for 1996; 1.6505 for 1997; 1.6595 for 1998; 1.6175 for 1999; 1.4935 for 2000. 
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TABLE 2-10 
F O R E I G N B A N K S，L O A N S & D E P O S I T S I N C H I N A ( U S D B I L L I O N ) 
1996 1997 1998 1999一 
"Foreign Banks' Total Loan 1.94 I j J ' 2.61 2.15 
Percentage to Total Loan of the 8 2.51o/o 3.38% 3.50% 3.09o/o 
Local Banks 
Foreign Banks' Total Deposit 0.39 0.45 0.46 0.52 
Percentage to Total Deposit o f the 8 o.79% 0.92% 0.57% 0 .56% 
Local Banks 
Source : C h i n a F i n a n c e S t u d y C o m m i t t e e ( 中國金融學會 ) . A l m a n a c o f Ch ina ' s 
F i n a n c e a n d B a n k i n g . B e i j i n g : C h i n a F i n a n c e P re s s (中國金融出版社 )， 1 9 9 7 - 2 0 0 0 . 
H i g h L o a n / D e p o s i t R a t i o s 
S i n c e t he l oan /depos i t f i g u r e s o f f o r e i g n b a n k s in C h i n a a re n o t ava i l ab le , the i r 
g loba l c o r r e s p o n d i n g d a t a a re u s e d a s a n a l te rna t ive f o r the p u r p o s e s a n a l y z i n g the i r 
p e r f o r m a n c e s . T h e y a re l i s ted in T A B L E 2-10 . C i t i g roup m a i n t a i n e d l oan /depos i t 
r a t e o f o v e r 100%. It c o u l d b e pos s ib l e tha t t hey h a d super io r m a n a g e m e n t capab i l i ty 
f o r w e l l u t i l i za t ion o f depos i t s t hey ob t a ined , t hus m a k i n g g o o d prof i t s . F o r H S B C , it 
is n o t e d tha t t he l oan /depos i t ra te had b e e n dec l in ing s ince 1998. T h i s s e e m s t o 
i n d i c a t e tha t H S B C h a d b e c o m e m o r e conse rva t ive o n l end ing a f t e r t h e A s i a n 
F i n a n c i a l Cr is is . D e s p i t e th is , the i r ou t s t and ing m a n a g e m e n t ski l ls a s we l l a s 
e x c e l l e n t n e t w o r k a n d fac i l i t a t ion still e n a b l e t h e s e c o m m e r c i a l b a n k g ian t s t o r e t a in 
h i g h l o a n / d e p o s i t ra tes . 
20 ICBC, ABC, BOC, CCB, Bank of Communication, Shenzhen Development Bank, Shanghai 
Pudong Development Bank, and China Merchant Bank. 
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TABLE 2-10 
L O A N T O D E P O S I T R A T I O S O F 2 F O R E I G N B A N K S 
Banks 1996 1997 1998 1999 2000 2001 
Citibanir 109.30% 104.70% na —117.00% 119.12% 1 0 1 . 9 ^ 
HSBC 96.54% 98.14% 93.40% 88.84% 85.37% ^ 
* na: not avai lable . 
Source : A n n u a l reports of Ci t ibank (1996-2001) and H S B C (1996-2000) . 
In T A B L E 2-11 , it is not iced that the loan/deposi t ratios of the fou r state-
o w n e d local banks were higher than those of the m e d i u m and small local banks . 
B e i n g sub jec t to extens ive inf luences of the central or provincial authori t ies in 
suppor t ing the r e f o r m of SOEs , they took up 'pol i t ical responsibi l i t ies ' in grant ing 
excess ive loans to these s ta te-owned money- los ing enterprises. E v e n though the fou r 
s t a t e -owned banks had loan/deposi t ratios as h igh as those of Ci t igroup or H S B C , the 
sa fe ty m a r g i n s o f their loans are doubted. It may not be wel l evidence that they m a d e 
g o o d use o f the deposi ts . Rather , it m a y be strong evidence that they abused the 
deposi t s . 
W i t h regard to the four sharehold ing banks , they are under lesser control o f t he 
g o v e r n m e n t than the s ta ted-owned ones. The i r pe r fo rmances are de termined, to a 
cer ta in extent , on marke t forces . In order to max imize their profi t , they t end to b e 
ve ry cau t ious on loan security issues. Conserva t i sm m a y account for the reasons of 
the i r compara t ive ly l o w loan/deposi t rates. 
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TABLE 2-10 
L O A N T O D E P O S I T R A T I O S OF 8 L O C A L B A N K S IN C H I N A 
" B ^ s 1996 1997 1998 1999 
ICBC 91.15% 88.68% 85.59% 82.35% 
"ABC 94.07% 86.64% 102.56% 100.37% 
"BOC “ 98.38% 94.87% ~~88.85% 80.69% 
CCB ~72 .17% 81.97% 79.90"^ 66.94%~ 
Average Loan/Deposit Ratio 88.94% 88.04% 89.22% 82.59% 
of Sate-owned Banks 
"BOCO 67.36% 67.11% 71.28% 71.94% 
CMB 79.46% ~ 78.52% 77.91% 69.91% 
" ^ B 62.19% 66.84% 65.68% 66.40% 
"SDB —62.68% 77.24% 75.84% 70.59%" 
Average Loan/Deposit Ratio 67.92% 72.43% 72.68% 69.71% 
of Shareholding Banks 
Source: Ch ina Finance Study C o m m i t t e e (中國金融學會 ) . A l m a n a c of China 's 
F inance and Banking. Beij ing: China Finance Press (中國金融出版社)，1997-2000. 
L o w Non-per forming Loans 
Again , there is no non-per forming loan data for foreign banks in China , their 
global f igure are used instead. Dur ing the period f rom 1996 to 2000, a l though the 
non-pe r fo rming loan to total loan ratios of H S B C fluctuated f rom year to year, they 
were a lways b e l o w 1%. 
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T A B L E 2 - 1 2 
N O N - P E R F O R M I N G L O A N R A T I O S O F H S B C 
HSBC 1996 1997 1998 1999 2000 
Non-performing Loan / Total 
Loan 0.37% 0.31% 0.82% 0.51� /� 0.48o/o 
Source : A n n u a l R e p o r t s o f HSBC，1996-2000 . 
A c c o r d i n g t o t h e C h i n e s e g o v e r n m e n t , n o n - p e r f o r m i n g l oans o f t h e f o u r s ta te-
o w n e d b a n k s a c c o u n t f o r 2 0 t o 2 5 pe r cen t o f the i r to ta l l ending . In t e rna t iona l 
o b s e r v e r s e v e n e s t i m a t e d tha t the n o n p e r f o r m a n c e ra te ac tua l ly e x c e e d s 4 0 percent^ \ 
S h a r e h o l d i n g b a n k s , o n t h e o the r hand , exh ib i t ed l o w e r n o n - p e r f o r m i n g l o a n ra t ios 
t h a n t h e b i g f o u r ( T A B L E 2-13) . In spi te o f the i r shor t h is tory , the i r n o n - p e r f o r m i n g 
l o a n ra t ios h a d c l i m b e d u p to 2 0 pe r cen t on average . T h i s ra t io is t o o h igh b y w o r l d 
s t anda rd . 
21 The Economic Intelligence Unit China Hand. Chapter 2 finance-Sec 2: The State-Owned 
Commercial Banks, 1 Feb. 2000. 
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TABLE 2-10 
N O N - P E R F O R M I N G L O A N R A T I O S OF F O U R L O C A L S H A R E H O L D I N G 
B A N K S IN C H I N A 
B a n k s 1 9 9 7 1998 1999 
(Dec. 31) (Dec. 31) (Jun 30) 
B O C O N o n - p e r f o r m i n g Loan Ratio 193 22.41 
Growth Rate N/A 38.85% 16.11%~ 
CMB Non-performing Loan Ratio 14.5 
Growth Rate N/A 15.38% 38.10% 
S P D B N o n - p e r f o r m i n g Loan R a t i o ~ 6.7 8.9 10.07 
Growth Rate N/A 32.84% 13.15% 
SDB Non-performing Loan Ratio 15.4 2 M 30.67 
Growth Rate N/A 丨 32.47o/o | 5 0 . 3 4 ^ 
Source: An Investigation on the Development of the Commerc ia l Banks (Dui 
W o G u o Shang Ye Yin H a n g Fa Zhan Qing Kuang D e Diao C h a Yan J iu B a o Gao)， 
Research Depar tment of Head Of f i ce of the China Merchants Banks , Research 
Repor t , No. 14, 1999 Compar i son of the Operat ing Condi t ions of the Joint-Equity 
Commerc ia l Banks in the Second Quarter of 1999 (1999 Nian Dier Ji D u l o n g Ye 
J ing Ying Zhuang K u a n g Dui Bi Fen Xi). 
High Return on Assets 
For b ig banks , taking advantage of their large sum of capital , they could m a k e 
prof i t wi th comparat ively low price. A s seen f rom the fo l lowing T A B L E 2-14, the 
return on averaged assets (“ROA”）of Cit ibank, H S B C and SCB were all over 1 
percent on average. 
T A B L E 2-14 
R O A O F F O R E I G N B A N K S 
"Banks 1996 1997 1998 1999 2000 一 
"gtigroup ~ ~ 1 . 1 2 % 1.07% 0.93% 1.46% 1.59% 
HSBC 一 1.45% 1.37% 0 . 9 ^ 1.20 ‘ 1.33% 
SCB — 1.44% 1.350/0 1 . 0 0 ^ 0 . 7 0 i 1.14%" 
"Average 1.34% 1.26% O.970/0 1.12% 1.35o/o— 
Source: Annua l reports of Cit ibank, H S B C and SCB. 1996-2000. 
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This rat io significantly differentiates the foreign banks and local Chinese 
‘ banks in profitability. R O A s of the four s tate-owned banks were extremely low. 
L e t ' s t ake year 1999 as an example , R O A of Cit igroup (1 .46%) was 12 t imes of I C B C 
(0 .12%); 146 t imes of A B C (0.02%), 13 t imes of B O C (0.11%) and 6 t imes of C C B 
(0.23%). 
R O A of shareholding banks seemed to be m u c h better. Small-scale 
commerc ia l banks such as C M B and SDB, achieved higher R O A than fore ign banks. 
But it is observed that their R O A s were diminishing over the per iod from 1996 to 
1999 w h e n their asset and loan scales were enlarging. It p roved the incapabil i ty of 
local banks in managing large vo lume of loans. 
T A B L E 2-15 
R O A OF E I G H T L O C A L B A N K S IN C H I N A 
Banks 1996 1997 1998 1999 
ICBC 0.16% 0.10% 0.11% 0.12% 
ABC 一 0.14% 0.03% -0.05% -0.02% 
BOC 0.25% 0.18% 0.10% 0.11% 
CCB 0.31% 0.04% 0.06% 0.23% 
State-owned Banks: Average ROA 0.22%" 0.09% 0.05% 0.11% 
" ^ C O 0.84% 0.63% 0.30% 0.34% 
CMB 1.82% — 1.64% 1.10% 0.59% 
SPDB — 1.36% 0.79% 0.92% 0.90% 
SDB 2.62% — 1.64% 1.83% 1.21% 
Shareholding Banks: Average ROA 1.66% 1.18% 1.04% 0.76% 
Source: Ch ina Finance Study C o m m i t t e e (中國金融學會 ) . A l m a n a c of China 's 
F inance and Banking. Beij ing: China Finance Press (中國金融出版社)，1997-2000 . 
Better Educa ted Employees 
Bes ides the assets and profitabili ty of fore ign banks, people w h o opera te t hem 
are a lso very impor tant in the assessment of foreign banks. It is a wel l -known fact 
that get t ing into b ig banks such as Cit igroup, H S B C or S C B is very harsh. E v e r y 
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year , thousands of graduates with bachelor, master or doctor degrees all over the 
wor ld compe te intensely for the posit ions of fered by these banks. Generally, the 
admiss ion rate is be low 1%. Such system guarantees that the people employed 
demons t ra te high per formance in their future career. This is especially the case for 
fore ign banks in China. Excel lent graduates f rom domest ic renowned universit ies 
s t ruggle hard for l imited posit ions of fered by foreign banks in China in order to get 
bet ter career exposure and higher compensat ion. 
This mechan i sm has not been established in local Chinese banks yet. T h e 
fo l lowing T A B L E 2-16 listed the percentage of employees with bachelor degree or 
above in each of the bank. No t surprisingly, the ratios were very low for the four 
s ta te-owned banks, especially I C B C and ABC. It is noted that the educat ion level of 
local banks g rew annually. It seems that these banks had been making ef for ts to hire 
bet ter -educated n e w staff to enhance their competi t iveness in the past several years. 
E v e n so, they are still lagging far behind the foreign banks in compet ing for talents. 
T A B L E 2-16 
E M P L O Y E E E D U C A T I O N L E V E L ( B A C H E L O R O R A B O V E ) R A T I O O F 
L O C A L B A N K S IN C H I N A 
Banks 1996 1997 1998 1999 
ICBC "nT 6.20%" 7.61%" na 
ABC na na 7.25% — 8.40% 
BOC 11.10% 12.00% 13.20% 一 14.40% 
CCB ~ 12.40rr 13.30% 14.70% ~ 16.50% 
BOCO 14.70% 15.20O/O 17.80% 20.40% 
* na: not available. 
Source: China Finance Study C o m m i t t e e(中國金融學會 ) . A l m a n a c of China 's 
F inance and Banking. Bei j ing: China Finance Press (中國金融出版社)，1997-2000 . 
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CHAPTER III 
F O R E I G N B A N K L A W S I N C H I N A 
A c c o r d i n g t o r e l a t ed W o r l d T r a d e Organ iza t ion ( W T O ) acco rds , C h i n a wi l l 
22 
g r a d u a l l y l i f t res t r ic t ions o n f o r e i g n - f u n d e d b a n k s : 
T A B L E 3-1 
P H A Z E D O P E N I N G O F F O R E I G N B A N K S ' B U S I N E S S E S I N C H I N A 




RMB V WTO + 2 
Foreign Currency � V Requires PBOC approval 
Lending 
RMB V WTO + 2 
Foreign Currency V V 
Settlements & Remittances V WTO + 2 
Foreign Exchange Transactions V WTO + 2 
Guarantees V WTO + 2 
Interbank Transactions 
Deposits V WTO + 2 
Lending V WTO + 2 
Discounting V V 
Overseas Citizens Chinese Citizens 
CONSUMER BANKING 
Deposits V WTO + 5 
Credit Card V WTO+ 5 
Mortgages >/ WTO + 5 
Other Consumer Credit V WTO+ 5 
Source: h t tp : / /engl i sh .peopledai ly .com.cn/200112/04/eng20011204_85925.sh tml# 
22 Li, Yan. "Central Bank to Increase Supervision Transparency After China's WTO Entry." 
People's Daily. 4 Dec. 2001. People's Daily Online. 10 Jan. 2002 
<http ://english.peopledaily. com.cn/200112/04/eng20011204_85925.shtml>. 
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F o r e i g n b a n k s c a n p r o v i d e b o t h fo r e ign cu r r ency a n d R M B serv ices to f o r e i g n 
e n t e r p r i s e s a n d ind iv idua ls . A l t h o u g h fo re ign b a n k s a re a l l o w e d to o f f e r R M B 
se rv ices , t h e y a re still no t pe rmi t t ed to h o l d R M B depos i t s o f local en te rp r i se s o r 
r e s i d e n t s unt i l 2 t o 5 yea r s later . T h e p r o b l e m o f i n a d e q u a t e supp l i e s o f R M B 
r e m a i n s . T h e y d o no t h a v e e n o u g h R M B resources to m e e t the inc reas ing n e e d s o f 
f o r e i g n - i n v e s t e d en te rp r i s e s f o r R M B loans. Loca l C h i n e s e b a n k s b e c o m e t h e m a j o r 
s o u r c e s o f R M B . In teres t r a tes c h a r g e d o n R M B b o r r o w e d f r o m C h i n e s e b a n k s w e r e 
a s h i g h a s 4 . 5 % to 5 % w h e r e a s t h o s e o n R M B loans g ran t ed b y f o r e i g n b a n k s c a n 
o n l y b e s l ight ly h i g h e r t h a n t h e b a s e ra te s t ipula ted b y P B O C . A s a result， they c a n 
m e r e l y e a r n l im i t ed p ro f i t o n the smal l in teres t differentials.^^ 
A n d , R M B se rv ices a re no t fu l ly o p e n at o n e t ime . T h e reg iona l l imi ta t ions in 
h a n d l i n g R M B b u s i n e s s e s b y f o r e i g n - f u n d b a n k s wi l l b e a b o l i s h e d g radua l ly s t ep b y 
s tep : 
T A B L E 3 -2 
P H A Z E D O P E N I N G O F F O R E I G N B A N K S ' R M B B U S I N E S S E S I N C H I N A 
TIMING PLACES 
Before WTO entry Shanghai, Jiangsu，Zhejiang, Shenzhen, Guangdong, Guangxi and Hunan 
Upon WTO entry Shenzhen, Shanghai, Dalian and Tianjin 
W T O + 1 Guangzhou, Zhuhai, Qingdao, Nanjing and Wuhan 
W T O + 2 Jinan, Fuzhou, Chengdu and Chongqing 
WTO + 3 Kunming, Beijing and Xiamen 
WTO + 4 Shantou, Ningbo, Shenyang and Xi'an 
W T O + 5 all regions 
In f i v e y e a r s a f t e r i ts W T O ent ry , f o r e i g n - f u n d e d b a n k s wi l l b e p e r m i t t e d t o 
se t u p b u s i n e s s n e t w o r k in t h e s a m e reg ion , i.e. t hey wi l l b e a l l o w e d t o o p e n b u s i n e s s 
23 "The yuan dilemma: Foreign banks try to compete in the pre-WTO ballpark." Chinaonline. 18 
Apr. 2001. ChinaOnline Inc. 25 Aug. 2001 
<http ://65.161.182.24/industry/financial/newsarchive/secure/2001/april/CO 1041603. asp>. 
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ou t l e t s in t h e s a m e c i t ies w h e r e they h a v e b ranches . C o n d i t i o n s f o r app rova l wi l l b e 
t h e s a m e a s t h o s e f o r local C h i n e s e banks.24 
H o w e v e r , t h e U S D 2 0 b i l l ion asse t r e q u i r e m e n t (at t h e p rev ious yea r e n d ) f o r 
b r a n c h o p e n i n g is still a h u g e obs t ac l e to m a n y f o r e i g n banks . A c c o r d i n g t o t h e Ju ly 
2 0 0 1 i s sue o f " T h e Banker”，only 2 6 9 out o f 1 ,000 t o p b i g b a n k s m e t s u c h 
r e q u i r e m e n t . W i t h i n H o n g K o n g ( " H K " ) and M a c a u , t he re w e r e n o loca l C h i n e s e -
f u n d e d b a n k s m e t s u c h r equ i r emen t , excep t the B r i t i s h - f u n d e d b a n k s s u c h H S B C , 
S C B and H a n g S e n g B a n k Ltd. 
I f a f o r e i g n b a n k h a v e a l r eady o p e n e d a b r a n c h in C h i n a , t h e U S D 2 0 b i l l ion 
a s se t r e q u i r e m e n t is n o t applicable.^^ 
Al l c u r r e n t n o n - c a u t i o u s res t r ic t ions i m p o s e d o n f o r e i g n - f u n d e d b a n k s in 
t e r m s o f o w n e r s h i p , f o r m s o f ope ra t i on a n d es t ab l i shment , i nc lud ing b r a n c h e s a n d 
i s s u a n c e o f l i censes wi l l a l so b e r e v o k e d in f i v e years^^. 
P e o p l e ' s R e p u b l i c o f C h i n a - F o r e i g n - F u n d e d F inanc ia l Ins t i tu t ions R e g u l a t i o n 
All f o r e i g n - f u n d b a n k s a re sub jec t to t he F o r e i g n - F u n d e d F i n a n c i a l 
Ins t i tu t ions (“FFI”）Regulation. It w a s t he f i rs t o n e pas sed in C h i n a o n F e b 24 , 1994 
a n d b e c a m e e f f e c t i v e o n A p r 1, 1994. P r o m u l g a t i o n w a s m a d e o n t he b a s i s o f the 
e s t a b l i s h m e n t a n d d e v e l o p m e n t o f f o r e i g n financial ins t i tu t ions in t he spec ia l 
24 ‘“Timetable，Set for Lifting Restrictions on Foreign-Funded Banks." People's Daily. 6 Dec. 
2001. People's Daily Online. 10 Jan. 2002 
<http://english.peopledaily.com.cn/200112/06/eng20011206_86068.shtml >. 
25席潘.“外资銀行在中國市煬發展前景广閥(2001年文獻V’中國信息報.14 Sep. 2001. 
INFOBANK. 7 Feb. 2002 
<http://www.chinainfobank.com/IrisBin/rext.dll?db=BG&no=58613&cs=8140209&str=????>. 
"Asset requirements for foreign banks to remain in place." Chinaonline. 9 Nov. 2001. 
ChinaOnline Inc. 13 Feb. 2002 <http://www.chinaonline.com/issues/wto/NewsArchive/cs-
protected/2001/November/CO 1110810.asp >. 
27 Same as footnote 24. 
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e c o n o m i c r eg ion a n d coasta l ci t ies in China ; and , C h i n a and in ternat ional f inanc ia l 
r egu l a to ry s t anda rds a n d expe r i ences at that t ime. 
D u e to c h a n g e s in e c o n o m i c si tuat ions and ent ry to W T O , a n e w o n e w a s 
p a s s e d o n D e c 12，2001 and it wil l be e f fec t ive on F e b 1，2002. T h e rev i s ion w a s 
m a d e w i t h a v i e w to m e e t the f o l l o w i n g objec t ives : 
• To accord with WTO agreements 
R u l e s o n ope ra t ion areas , pa r tne r s ' identi t ies, bus iness scopes , c l ient ba ses , e tc 
a re re laxed. 
• To raise the standardfor risky and cautious supervision 
Con t ro l ove r bus ines s s cope and c o m p a n y m a n a g e m e n t by P B O C a n d its 
b r a n c h e s are s t rengthened . Capi ta l adequacy and o ther ra t io r equ i r emen t s a re 
i m p o s e d . 
參 To compile with general international regulations on banking supervision 
R e g i s t e r e d capi ta l a n d opera t ing f u n d r equ i r emen t s are ra ised. H o m e 
c o u n t r y ' s pr ior approva l a n d P B G C ' s cau t ious r equ i r emen t s are added . Bas i s 
o f ca lcu la t ion f o r a n d ra t ios re la t ing to capi tal are rev ised to re f lec t t he genera l 
u n i f i e d p r inc ip le o f credit . L iquid i ty cr i ter ia are set. 
• To amalgamate the rules for both local and foreign currencies 
In t e r im M e a s u r e s G o v e r n i n g R M B Opera t i ons o f Fore ign B a n k s in S h a n g h a i ' s 
P u d o n g A r e a a re r epea led a n d the co r r e spond ing ru les a re inco rpora t ed in t he 
n e w F F I regula t ions . 
• To achieve national treatments 
P a i d - u p cap i ta l r e q u i r e m e n t and approva l p rocedure s f o r n e w es t ab l i shmen t s 
a r e m a d e t he s a m e as t hose f o r local C h i n e s e banks . L a u n c h i n g n e w p r o d u c t s 
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n o w r e q u i r e P B G C ' s p r io r approva l . Leve l o f pena l t i e s a n d l iabi l i t ies a re 
i nc reased . 2 8 
T A B L E 3 - 3 
S U M M A R Y O F F F I ( D E C E M B E R 12，2001) 
Chapters Articles Particulars 
General Provisions 1 - 4 • Principal aims of the regulation 
• Definition, major rights & obligations, and 
regulatory body of FFI 
Establishment & 5 - 1 6 • Minimum registered capital & operational funds 
Registration • eligible applicants 
• application & registration procedures 
Business Scope 1 7 - 2 1 • products, regions and clients 
• prerequisites for RMB businesses 
Supervision & 22-37 • determination of interest rate & bank charges 
Management • deposit reserve fund requirement 
• restrictions on capital, assets & liabilities 
• hiring of Chinese Institute of Certified Public 
Accountants ("CICPA") 
• filing & registration requirements 
• rights of PBOC and its branches 
Dissolution & 38-41 • voluntary & compulsory winding up procedures 
Liquidation 
Legal Liabilities 4 2 - 4 9 • fines & penalties 
Supplementary 50-52 • applicability to FFI from HK, Macau & Taiwan 
Provisions • applicability to representative offices 
• effective date 
M a j o r C h a n g e s 
M a j o r c h a n g e s o f F F I R e g u l a t i o n a re h igh l igh ted in be low: 
C h a p t e r 1 
• T h e s t a t e m e n t " r e g i o n f o r t he e s t ab l i shmen t o f f o r e i g n - f u n d e d f inanc ia l 
ins t i tu t ion sub j ec t to the c o n f i r m a t i o n o f N a t i o n a l P e o p l e ' s C o n g r e s s 
( “ N P C ” ) ” is abo l i shed . FFI shal l b e set u p in any c i t ies in Ch ina . 
28楊爽.“中國人民銀行負责人就《中華人民共和國外资金融機構管理條例》答記者問” 
金融時報.31 Dec. 2001. INFOBANK. 8 Jan. 2002 
<http://www.chinainfobank.com/IrisBinyText. dll?db=HK&no=1504026&cs=15980442&str=????>. 
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• Res t r ic t ion on Ch inese partner is relaxed. Fore ign service-providers shall b e 
f r e e to choose any Chinese insti tutions ( instead of Chinese f inancia l 
inst i tut ions) as their partners. 
C h a p t e r 2 
• " P a i d - u p capital shall not b e less than 50 percent of its registered capi ta l" in 
the m i n i m u m registered capital requirement is replaced by "Pa id -up capi ta l 
shal l equal to regis tered capi tal ." Partially pa id -up capital is n o longer 
el igible. All FFI are requi red to increase its capital inves tments a n d ensure 
tha t their regis tered capitals are fully-paid. 
• P B O C shall be given the right to increase the m i n i m u m regis tered capital o r 
opera t iona l fund ; and to set ratio of R M B for the regis tered capi tal or 
opera t iona l fund . 
• Addi t iona l r equ i rements for eligibility of appl icant are imposed: be ing under 
the e f fec t ive supervis ion o f relevant regulatory body in its h o m e country; 
hav ing acqu i red pr ior approval of relevant regulatory b o d y in its h o m e count ry 
to its appl ica t ion; and sat isfact ion of other P B G C ' s caut ious requi rements . For 
b ranches , capital adequacy rat io of appl icant shall not b e less than eight 
percent . 
• Pe r iod fo r P B G C ' s pre l iminary assessment on appl icat ion is increased f r o m 
th ree mon ths to s ix months . U n d e r special c i rcumstances , it shall b e ex tended 
fo r a m a x i m u m of three m o r e months . P B O C shall be requi red to i n fo rm the 
appl ican t any reasons of re jec t ion in writ ing. 
• 60 -day t i m e l imit on filing fo rma l appl icat ion f o r m is repealed. App l i can t 
shal l f i le the fo rma l appl icat ion f o r m af te r the comple t ion of the prepara t ion 
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w o r k fo r the n e w setup. The preparat ion work shall be f in ished wi th in six 
m o n t h s of receipt of fo rmal appl icat ion fo rm instead of wi thin one mon th of 
rece ip t o f f inal approval of application. Subject to reasonable excuse , ext ra 
t w o - m o n t h per iod shall b e granted by P B O C . 
• T w o addi t ional documen t s shall b e submit ted wi th the fo rmal appl ica t ion 
fo rm: cer t i f ica t ion of capital issued by statutory cer t i fy ing b o d y ; and , 
i n fo rma t ion on safety precaut ionary measures and other re levant facil i t ies. 
• P rocess ing t i m e for fo rma l appl icat ion f o r m and supplementary d o c u m e n t s a re 
speci f ied . P B O C shall b e required to m a k e decis ion within t w o mon ths on 
receipt o f t h e m and to i n f o r m the applicant any reasons of re ject ion in wri t ing. 
• O n e - m o n t h t i m e l imit for col lect ion of operat ion permi t is cancel led. 
C h a p t e r 3 
• Bus iness scope is en la rged to include grant ing short- term to long- term loans, 
buy ing & sel l ing o f bonds , e tc 
• L imi ta t ion o n cl ients fo r fore ign currency bus inesses is repealed. 
• Scope fo r R M B bus inesses is inserted. 
• Pre requis i t e of m i n i m u m fore ign currency loans wi th in Ch ina in the year 
b e f o r e appl ica t ion for R M B bus inesses - over U S D 1-1.5 bi l l ion - is r ep laced 
b y th ree bas ic condi t ions: three years ' opera t ion in China , t w o yea r s ' 
con t inuous prof i t s and other P B G C ' s caut ious requirements . 
• A p p r o v a l o f P B O C shall b e obta ined be fo re the launching of any n e w 
products . P B O C shall de te rmine wi th in t w o mon ths upon receipt o f wri t ten 
app l ica t ion and i n fo rm the appl icant any reasons of re jec t ion in wri t ing. 
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C h a p t e r 4 
• S t a t e m e n t " d e p o s i t r e se rve f u n d exc ludes in te res t" is repea led . 
• R e s t r i c t i o n o f " to ta l asse t s w i th in 20 t i m e s o f total o f p a i d - u p cap i ta l & 
r e s e r v e s " is r e p l a c e d b y t h e r e q u i r e m e n t o f m i n i m u m capi ta l a d e q u a c y ra t io o f 
e igh t pe rcen t . It is a m e a s u r e o f the a m o u n t o f a financial i n s t i tu t ion ' s capi ta l 
e x p r e s s e d a s a p e r c e n t a g e o f its risk-weighted credi t exposures . F F I h a v e t o 
e i t he r “ ra i se t he a m o u n t o f the i r capi ta l or w o r k i n g capi ta l or c o m p r e s s t he i r 
a s se t s b y r e d u c i n g t he p r o p o r t i o n o f loans. 
• M a x i m u m a m o u n t o f loan is c h a n g e d f r o m “ 3 0 pe rcen t o f total p a i d - u p cap i ta l 
a n d r e s e r v e s " t o " 2 5 pe r cen t o f capi ta l" , 
• M i n i m u m ra t io o f R M B capi ta l to R M B r isky asse ts o f e ight pe r cen t is added . 
• M i n i m u m l iquidi ty ra t io o f 25 pe r cen t is imposed . 
• R a t i o o f f o r e i g n cu r r ency depos i t s ob t a ined w i th in t he b o u n d a r y o f C h i n a t o i ts 
to ta l f o r e i g n c u r r e n c y asse t s w i t h i n C h i n a is i nc reased f r o m 4 0 to 70 pe rcen t . 
T h e res t r i c t ion o f f o r e i g n b o r r o w i n g s wil l e l imina te t he bus ine s s t a x b e n e f i t s 
e n j o y e d b y F F I - F F I pay " l o w e r bus ines s t a x f o r f o r e i g n - c u r r e n c y f u n d s 
b o r r o w e d f r o m o u t s i d e o f C h i n a t h a n f r o m wi th in C h i n a , a p re fe ren t i a l po l i cy 
tha t d o e s n o t a p p l y to C h i n e s e banks . 
• R e q u i r e m e n t o f " a n n u a l t r ans fe r o f 2 5 % a f t e r - t ax p ro f i t s to r e se rves unt i l t h e 
s u m o f p a i d - u p cap i ta l a n d rese rves equa l t o reg i s te red cap i t a l " is w i t h d r a w n . 
^ "Regulations on foreign banks in line with WTO commitments." Chinaonline. 8 Jan. 2002. 
ChinaOnline Inc. 13 Feb. 2002 <http://www.chinaonline.com/refer/legal/NewsArchive/cs-
protectecl/2002/January/B202010724.asp>. 
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• " H i r i n g o f m i n i m u m o n e C h i n e s e res ident as sen ior m a n a g e m e n t " is de le ted . 
• A l t e r a t i o n s o f b u s i n e s s scope , c h a n g e s o f sha reho lde r s w i th m o r e t han t e n 
p e r c e n t o f to ta l capi ta l o r sharehold ing , m o d i f i c a t i o n s o f ar t ic les , e tc shal l 
r e q u i r e P B G C ' s approva l . 
• R i g h t s o f P B O C a n d its b r a n c h e s shal l b e ex t ended to inc lude h a n d l i n g & 
p u n i s h i n g F F I s f o r the i r d e f y i n g act ivi t ies , d e m a n d i n g c h a n g e s in ru l e s o f 
ope ra t i ona l m a n a g e m e n t , c a sh m a n a g e m e n t , sa fe ty p recau t iona ry m e a s u r e s , 
e t c o f F F I . 
C h a p t e r 6 
• N a m e o f t h e c h a p t e r is c h a n g e d f r o m " P e n a l t i e s " t o " L e g a l Liabi l i t i es" . S c o p e 
a n d leve l o f cha rges a re exempl i f i ed . F ines & pena l t i e s are inc reased . 
L iab i l i t i e s a re e x t e n d e d to inc lude c r imina l l iabili t ies. In se r ious cases , s en io r 
m a n a g e m e n t shal l b e d i squa l i f i ed fo r a ce r ta in pe r iod u p t o l i f e t ime 
e m p l o y m e n t in C h i n a . 
知"Central bank to control overseas borrowings of foreign banks." Chinaonline. 4 Dec. 2001. 




S T R E N G T H S A N D W E A K N E S S E S O F F O R E I G N B A N K S 
Strengths 
Fore ign banks such as Ci t ibank, H S B C and S C B already have global p resence 
in the f inanc ia l market . General ly , they have ever created their marke t p resence in 
o ther overseas countr ies . They have set up representat ive of f ices , b ranches and/or 
subs id ia r ies in emerg ing marke t s such as South Amer ica and Southeast Asia. The i r 
expe r i ences in deve lop ing corpora te governance, erect ing bus iness ne twork , 
l a u n c h i n g n e w products , m a n a g i n g cultural d i f ferences , etc shall be their f avorab le 
s t rengths in bu i ld ing presence in a n e w market . Regard ing the potential threats and 
the l ikely d i f f icu l t ies in enter ing or penetra t ing a market , it is mos t likely that they 
h a v e a l ready b e e n equ ipped wi th high capabil i ty to handle them. 
D u e to their global presence, it will b e m o r e easily fo r the prospec t ive 
c u s t o m e r s to v i e w t h e m as rel iable and trustworthy. As C h i n a is k e e n on deve lop ing 
its coun t ry and improv ing its economy, outs ide he lp is o f u tmos t important . O p e n i n g 
u p i tse l f and at t ract ing fore ign inves tments are on schedule. But , the bank ing sys tem 
in C h i n a is still no t yet wel l developed. Recen t scandals including the s ignif icant 
n o n - p e r f o r m i n g loans t end to scare the prospect ive cus tomers away. Fore ign b a n k s 
from the deve loped count r ies (e.g. Ci t ibank f r o m US) , on the other hand, have b e e n 
w o r k i n g ha rd to sustain internat ional acceptable standards. Doubt less , bet ter qual i ty 
w i n s h igher conf idence . Coup led wi th their we l l -known b rand n a m e , fore ign banks , 
wi l l b e m o s t p robably the first choices fo r fo re ign investors in China . 
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Cer ta in fore ign investors m a y specifically choose those fore ign banks c o m i n g 
f r o m the s a m e countr ies of origin. They bel ieve that these banks will mainta in , at the 
very least , s imi lar s tandards of quality as those in their home town , thereby sa t i s fy ing 
the r equ i remen t s of , say, their ho ld ing companies . It is expec ted that these banks wil l 
p rov ide a m o r e convenien t f inancial l ink be tween China and their h o m e country. 
E a s i n g the t ransfer of f u n d s m a y be an example . Higher p re fe rence wil l thus b e 
p l aced o n these banks . 
Fo r s imi lar reasons , fore ign banks are also very attractive to local cus tomers in 
China . The i r w o r l d w i d e connec t ion will m a k e them in a better posi t ion in p rov id ing 
in ternat ional financial services and assist ing the local cus tomers in expand ing 
bus ines ses and inves tments abroad. 
C o m p a r i n g wi th local Chinese banks , fore ign banks can provide m o r e 
sophis t ica ted f inancia l products and services. They are s t rong in in termediary and 
f inanc ia l der ivat ive services. They can assist corporat ions in better cash m a n a g e m e n t 
a n d p rov ide individuals wi th super ior personal f inancial services. Onl ine bank ing and 
p h o n e b a n k i n g (which are still in early stage in China) , for instance, create m u c h 
c o n v e n i e n c e to cus tomers , b reak ing bo th geographical and t ime restrictions. Fore ign 
b a n k s a re good at p rov id ing va lue-added services to their customers . 
B a c k e d by the i r r ich exper ience , they can deve lop m o r e innovat ive produc ts 
tha t ca ter t o the needs of the cus tomers in China. For example . Ci t ibank in J apan has 
a l ready in t roduced a 2-year f ixed deposi t l inked to Japanese E c o n o m i c Index wi th 225 
c o m p o n e n t shares. Accoun tho lde r s can ea rn 2.6 percent interest per a n n u m for every 
1,000 po in t s u p in that index. And , there is a f ixed deposi t account that a l lows the 
42 
a c c o u n t h o l d e r s f r ee ly e x c h a n g e t he type o f depos i t s a t n o cost.^ ' T h e s e p roduc t s d o 
n o t ex i s t in C h i n a yet . 
P r o v i s i o n o f s e rv i ces s u c h as in te rmedia ry o n e s invo lve l o w risk. T h e i r 
s t r eng th in t h e s e a reas wi l l b r i n g t h e m w i t h r ich sou rce o f i ncome . H i g h e r qua l i ty o f 
s e r v i c e s e n a b l e s t h e m t o c h a r g e h ighe r p r ices fo r the i r p roducts . Th i s in t u r n resul t s in 
h i g h e r p rof i t s . A l s o , the i r w e a l t h o f expe r i ence in credi t a s s e s s m e n t a n d r isk 
m a n a g e m e n t h e l p t h e m r e d u c e t he de f au l t risks a n d surv ive e v e n in the b a d t imes . 
F o r e i g n b a n k s gene ra l ly o f f e r be t te r pay fo r emp loyees . T h e y h a v e s o u n d 
i n c e n t i v e s y s t e m a n d c o m p r e h e n s i v e t ra in ing p rogram. A d d e d w i t h the i r g o o d 
m a n a g e m e n t f r a m e w o r k s , it wi l l b e m u c h eas ie r fo r t h e m to hire local ta len t f a m i l i a r 
w i t h C h i n a m a r k e t . It h e l p s to fac i l i ta te succes s fu l e x p a n s i o n to China . 
W e a k n e s s e s 
It c a n t a k e a s l o n g a s t w o yea r s f o r a fo re ign b a n k t o c o m m e n c e b u s i n e s s in 
C h i n a ( T A B L E 4-1) . T h i s t i m e l eng th h a s no t t aken in to cons ide ra t ion o f the t i m e 
r e q u i r e d f o r t he e s t a b l i s h m e n t a n d ope ra t ion o f represen ta t ive o f f i ce . If tha t pe r i od is 
a d d e d , it wi l l t a k e at leas t 2 t o 3 yea r s more . O n c e t he app l i ca t ion is t u rned d o w n o r 
w i t h d r a w n , it c a n on ly a p p l y a g a i n a yea r later . L o n g t i m e span a n d h u g e cos t ou t l ay 
r e d u c e s t h e f lex ib i l i ty o f m a n a g e m e n t dec i s ions a n d t he r e spons ivenes s t o 
e n v i r o n m e n t a l c h a n g e s . 
M米建國.“中國入WTO后鎖定優質客户吸引高級人才等6個方面將成中外資銀行競爭焦點” 




T I M E S P A N F O R T H E A P P L I C A T I O N O F A N E W S E T U P I N C H I N A 
No. of Cumulative 
Months Months 
Preliminary Assessment 
• Basic 6.0 6.0 
y Additional 3.0 9.0 
Requisition of Application Form 9.5 
Preparation Work 
• Basic ^ 15.5 
T " Additional 3.0 18.5 
Final Assessment ^ 20.5 
Requisition of Approval Documents ^ 21.0 
Commence Business 3.0 24.0 
Cer t a in pre requis i tes c rea te h igh entry barr iers to fo re ign banks . T h e 
e n o r m o u s U S D 2 0 b i l l ion asse t r equ i r emen t deters m a n y o f t h e m f r o m e x p a n d i n g to 
t h e m a r k e t t h r o u g h branches . E v e r y b r anch se tup requi res a dis t r ibut ion f r o m its h e a d 
o f f i c e o f no t less t h a n R M B 100 mi l l ion equiva len ts in f ree ly e x c h a n g e a b l e cu r rency 
f o r its o p e r a t i n g f u n d s . A sole ly f o r e i g n - f u n d e d (“SF”）or S ino- fo re ign j o i n t ven tu re 
( " S J V " ) b a n k is sub jec t t o a fu r the r condi t ion of not exceed ing 60 pe rcen t o f its 
r eg i s t e red capi ta l f o r all such dis t r ibut ions ( T A B L E 4-2). T o conduc t fu l l r ange o f 
b o t h f o r e i g n a n d local cu r rency bus inesses t o all co rpora t ions and indiv iduals in C h i n a 
(i .e. b o t h local a n d fo re ign ones) , b r a n c h o f a fo re ign regis te red (FR) b a n k m u s t h a v e 
a t leas t R M B 6 0 0 mi l l i on ope ra t ing funds . For a SF or S J V bank , it m u s t ma in t a in a 
m i n i m u m reg i s t e red capi ta l o f R M B 1 bi l l ion. T h e f inanc ia l const ra in ts no t only l imi t 
t h e en t ry in to the m a r k e t bu t a l so the abil i ty in bu i ld ing n e t w o r k o f phys ica l p r e s e n c e 
a c r o s s t h e count ry . 
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TABLE 2-10 
P R E R E Q U I S I T E S F O R A N E W S E T U P IN C H I N A 
— FR Banks SF / SJV Banks 
Open Head Office 
Representative Office in China N/A over 2 years for SF banks and 
no time constraints for SJV 
banks 
Total Assets N/A Minimum USD 10 billion at 
December 31 previous year 
Open Branches 
Representative Office in China Over 2 years over 3 years 
Profits / Losses N/A profits in the 2 previous years 
Total Assets minimum USD20 billion at N/A 
December 31 previous year 
Capital Adequacy Ratio minimum 8% minimum 8% 
Timing 1 year after last 1 year after last 
approval/disapproval of approval/disapproval of 
application application 
Distribution for Branches' freely exchangeable currency freely exchangeable currency 
Operating Funds equivalent to minimum of equivalent to minimum of 
RMB 100 million RMB 100 million, subject to a 
maximum of 60% of its 
registered capital for all such 
distributions within China 
* N / A : not appl icab le 
Cons t ra in t s on types of cus tomers and scopes of bus inesses l imit their 
c u s t o m e r base . Fore ign b a n k s are a l lowed to hold R M B deposi ts o f local enterpr ises 
or r e s idence until t w o to f ive years a f te r W T O entry. Shortage of R M B suppl ies 
m a k e s t h e m fai l t o sa t isfy the r is ing d e m a n d of fore ign- invested enterpr ises fo r R M B 
loans . B o r r o w i n g f r o m local Chinese banks at costly interest rates, a lmos t as a last 
resor t , b r ings t h e m only l imi ted prof i t on interest differentials^^. And , there is a 
g r o w i n g t rend tha t local Chinese banks lend m o n e y directly to fore ign enterpr ises 
w i t h o u t u s ing let ters o f credi t i ssued by fore ign banks . Fee i ncome from guarantee ing 
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l o a n s is a d v e r s e l y a f f e c t e d . A d d e d to it, c o m m e r c i a l b a n k s in Ch ina , w h e t h e r f o r e i g n 
o r loca l , a r e n o t a l l o w e d to e n g a g e in securi t ies d e a l i n g s � � . T h e ea rn ing capabi l i ty o f 
f o r e i g n b a n k s g rea t ly restricted^*. 
F i n a n c i a l ra t ios a re a n o t h e r a r ea o f cons t ra in ts i m p o s e d o n f o r e i g n b a n k s . 
T h e s e ra t ios a r e s t r ic ter t h a n t h o s e f o r local banks . For ins tance , 30 pe rcen t o p e r a t i n g 
f u n d s o f F R b a n k s m u s t b e in f o r m o f in teres t -earning asse ts des igna ted b y P B O C . 
T h i s h a s t h e e f f e c t o f r e d u c i n g t h e uses of f u n d s o f F R banks . Bu t , loca l b a n k s a re n o t 
s u b j e c t t o t h e s a m e r equ i r emen t . A de ta i led c o m p a r i s o n o f r equ i red f inanc ia l r a t ios 
f o r b e t w e e n f o r e i g n a n d loca l c o m m e r c i a l b a n k s in C h i n a a re s t ipula ted in T A B L E 4 -
3 b e l o w . N o t on ly t h e y c rea te opera t iona l inf lexibi l i ty to fo re ign banks , b u t a l so l imi t 
t h e c o m p e t i t i v e p o w e r o f f o r e i g n b a n k s to a fu r the r extent . T h e on ly e x c e p t i o n s a re in 
t h e a r e a s o f l o a n t o a s ing le en te rpr i se a n d loan to depos i t rat io. In t he f o r m e r case , 
t e n p e r c e n t o n loan s e e m s to b e m o r e s t r ingent t han 25 pe rcen t o n capi ta l a s loan 
b a l a n c e is a l w a y s seve ra l t i m e s h ighe r t han capital . In the lat ter case , on ly loca l b a n k s 
a r e s u b j e c t t o a m a x i m u m 7 0 percent . Overa l l , f o r e ign b a n k s a re u n d e r s t r ic ter 
c o n s t r a i n t s t h a n loca l coun te rpa r t s . 
32 "The yuan dilemma: Foreign banks try to compete in the pre-WTO ballpark." Chinaonline. 18 
Apr. 2001. ChinaOnline Inc. 25 Aug. 2001 
<http://65.161.182.24/industry/financial/newsarchi ve/secure/2001/april/CO1041603. asp>. 
“Koo, Donald H Y. "China." International Financial Law Review (London) 2001: 13-18 




R E Q U I R E D F I N A N C I A L R A T I O S F O R B A N K S IN C H I N A 
Foreign Banks Local Banks 
Operating Funds 30% must be designated N/A 
interest-earning assets (for FR 
only) 
Capital Adequacy Ratio minimum 8% (for SF/SJY only) Minimum 8% 
Fixed Assets to Total Capital maximum 40% (for SF/SJV N/A 
Employed only) 
Capital to Risky Assets (RMB minimum 8% N/A 
only) 
Capital to Single Enterprise maximum 25% of capital (for Maximum 10% of total loan 
(including its associated SF/SJV only) 
companies) 
Deposits to Total Assets maximum 70% N/A 
(within China) 
Current Ratio minimum 25% Minimum 25% 
Loan to Deposit Ratio N/A maximum 75% — 
* N / A : not appl icable 
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C H A P T E R V 
C O N C L U S I O N 
R o a d b l o c k s Still Ex i s t 
F o l l o w i n g W T O en t ry , C h i n e s e g o v e r n m e n t l i f t ed s o m e res t r ic t ions o n f o r e i g n 
b a n k s . O u t o f f o r e i g n b a n k s ' expec ta t ion , t he speed o f open ing u p m a r k e t su rpasses 
t h e i r p r o m i s e s . F o r e x a m p l e , t he res t r ic t ion on the p ropor t ion of f o r e i g n c u r r e n c y 
d e p o s i t s t o R M B d e p o s i t s w e r e loosened . Co-ope ra t ion w i t h local secur i ty c o m p a n i e s 
o n secur i ty b u s i n e s s is n o w allowed]，. 
H o w e v e r , ce r t a in n e w b a n k i n g regula t ions , in the op in ion o f f o r e i g n lenders , 
a r e a d d e d w i t h a v i e w to p ro tec t China ' s deb t - l aden banks . W i t h e f f e c t i v e f r o m 
F e b r u a r y 2 0 0 2 , n e w b r a n c h e s a re r equ i red t o m a i n t a i n a m i n i m u m of U S D 7 2 m i l l i o n 
in o p e r a t i n g f u n d , u p f r o m U S D 1 5 . 7 mi l l ion , fo r local retail business^^. T h i s 
r e q u i r e m e n t t e n d s t o m a k e it t o o expens ive f o r any bu t the larges t f o r e ign b a n k s t o 
b u i l d a n y n e t w o r k s in C h i n a . Pa r t i cu la r ly ga l l ing to fo re ign b a n k s is t he f a c t t ha t t h e 
r e g u l a t i o n w a s a n n o u n c e d a s pa r t o f a p a c k a g e in tended t o fu l f i l l Ch ina ' s W T O 
c o m m i t m e n t s . J o a c h i m Fuchs , genera l m a n a g e r o f t he Shangha i b r a n c h o f 
C o m m e r z b a n k , s a id tha t t h e real p u r p o s e o f t he r e q u i r e m e n t " i s to g ive t h e loca l 
b a n k s b r e a t h i n g time."^^ It is n o w o n d e r i n g tha t t he C h i n e s e g o v e r n m e n t w o u l d 
a d j u s t t h e r e g u l a t i o n s a n d s p e e d o f o p e n i n g u p m a r k e t t o fo re ign b a n k s in a c c o r d a n c e 
“香港贸發局稱中國资本市場開放已超越入世承諾”人民日報海外版30Mar. 2002.人民網. 
12 Apr. 2002 <http://www.peopledaily.com.cn/GB/paper39/5849/46908/index.html>. 
36 Roberts, Dexter, and Webb, Alysha. "The Wait for Free Trade Just Got a Little Longer." 
Business Week (New York), 11 Mar. 2002， 
<http://www. business week. coni/magazine/content/02_l 0/b3773139. htm>. 
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t o t he d e v e l o p m e n t o f compe t i t i ve capabi l i ty o f loca l b a n k s aga ins t the f o r e i g n b a n k s ' 
th rea ts . 
B i g g e r B e c o m e s B i g g e r 
A s m e n t i o n e d a b o v e , t he n e w regu la t ions appea l to g ian t g loba l p l aye r s s u c h 
as C i t i b a n k , H S B C a n d S C B . C o n s i d e r i n g such b a n k s e x c e l l e n c e in b r a n d n a m e , 
a s se t s s ize , n e t w o r k sca le , t echn ica l exper t i se in a l m o s t eve ry a r e a w i t h i n t he f inanc ia l 
sec to r , w e fo recas t tha t in t he future，it is t he se b i g p layers w h o wi l l b e n e f i t t he m o s t 
f r o m C h i n a ' s W T O ent ry a n d w h o wi l l b e c o m e the w i n n e r s a m o n g o t h e r f o r e i g n 
b a n k s a n d w o u l d h a v e a s ign i f i can t i n f l uence o n C h i n e s e f inanc ia l indus t ry . O n the 
con t ra ry , f o r t h e sma l l o r m i d d l e fo re ign banks , t he l i f t ing o f t he r e g u l a t i o n w o u l d 
h a v e v e r y l imi t ed i n f l uence o n the i r bus ine s s d e v e l o p m e n t in Ch ina . 
F igh t f o r t he H i g h - e n d C o r p o r a t e C u s t o m e r s 
T h e cu r ren t de f i c i ency o f t he m a n a g e m e n t o f local b a n k s , c o u p l e d w i t h t he 
o n g o i n g r e l ea se o f b u s i n e s s a n d geograph ica l res t r ic t ions a f t e r W T O ent ry , wi l l c r ea t e 
a n o p p o r t u n i t y f o r f o r e i g n b a n k s to inc rease the i r m a r k e t sha re in l oans a n d d e p o s i t s 
in t h e p re sen t marke t . T h e h igh loan /depos i t ra t io , l o w n o n - p e r f o r m i n g l oan as we l l 
a s h i g h R O A o f f o r e i g n b a n k s h a v e b e e n a f i n e p r o o f o f the i r g o o d c o r p o r a t e 
g o v e r n a n c e . A d d i t i o n a l c o m p e t i t i v e a d v a n t a g e s i n c l u d e r e n o w n e d b r a n d n a m e , 
in t e rna t iona l n e t w o r k p r e sence , w i d e r a n g e p roduc t s , etc. Al l t he se wil l b e b e n e f i c i a l 
in a t t r ac t ing g o o d qua l i ty c o r p o r a t e c u s t o m e r s in China，such as t h e mul t ina t iona l 
c o m p a n i e s , f o r e i g n j o i n t - v e n t u r e c o m p a n i e s , o r s o m e local compan ie s，which h a v e 
h e a l t h y f i nanc i a l p e r f o r m a n c e . 
37 Same as footnote 36. 
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O n the o ther hand , thei r wel l m a n a g e m e n t s t ructure a n d s o u n d incent ive 
s y s t e m c a n he lp t h e m to recrui t local ta lents , w h o are fami l i a r w i th the local marke t . 
Loca l i za t ion wil l faci l i ta te the bu i ld -up of local n e t w o r k b a s e o f cus tomers . 
Targe t the R i c h 
80 pe rcen t p rof i t c o m e s f r o m 20 percent cus tomers . W h e n f o r e i g n b a n k s 
b r e a k in to the persona l f inancia l marke t , they wil l l ikely lure w e a l t h y c u s t o m e r s w i th 
h i g h - f e e a n d h igh -marg in ta i lo red services , f o r ins tance, fo re ign cu r rency sav ings a n d 
f u n d m a n a g e m e n t . N o t surpr is ingly, C i t ibank w a n t s t o de te r l o w - e n d c u s t o m e r s ' 
c o m i n g in b y i m p o s i n g m o n t h l y cha rge of U S D 6 on C h i n e s e c u s t o m e r s w i t h depos i t s 
l o w e r t h a n U S D S , 0 0 0 . 
W i n Stra tegic Loca t ion 
W i t h the g radua l o p e n i n g o f C h i n a marke t , it is expec t ed tha t b o t h t r ades a n d 
i n v e s t m e n t s in C h i n a wil l increase . Cons ide rab l e g rowth in t he n e e d s o f b a n k i n g 
se rv ices in C h i n a wi l l result . L o o k i n g at t he his tor ical d e v e l o p m e n t o f b a n k i n g 
indus t ry in Ch ina , i nc reased fo re ign bus inesses in C h i n a d o re f lec t a c o r r e s p o n d e n t 
i nc rease in oppor tun i t i es f o r fo re ign b a n k s inves t ing in China . T h e na t iona l i ty 
d i s t r ibu t ion o f fo re ign b a n k s d o e s p rove tha t the re is a pos i t ive re la t ionsh ip b e t w e e n 
the d e v e l o p m e n t o f fo re ign b a n k s a n d t he e x p a n s i o n o f fo re ign bus ines ses in Ch ina . 
It is f o r e s e e a b l e tha t t he re will b e s ign i f ican t m a r k e t potent ia l f o r fo r e ign b a n k 
e x p a n s i o n in China . 
T h o u g h the n u m b e r o f phys ica l p r e s e n c e o f fo re ign b a n k s is ex t r eme ly l o w in 
c o m p a r e d to local b a n k s , t he city d is t r ibu t ion o f fo r e ign b a n k s mi r ro r s t he a l loca t ion 
o f f o r e i g n b u s i n e s s e s in Ch ina . A c q u i r i n g a s t ra tegic locat ion，which enab le s t h e 
f o r e i g n b a n k s e f f ec t ive ly a p p r o a c h to the i r t a rge t cu s tomer s , s e e m s to b e m u c h m o r e 
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impor tan t than erect ing a count rywide physical ne twork presence in China. W e 
forecas t that Shanghai , Shenzhen, Bei j ing, Guangzhou , Tian j in , Dal ian , and X i a m e n 
wil l cont inuously be strategically ideal locat ions fo r fo re ign banks . 
Branches Too Expens ive 
In 1999, I C B C had 36 ,908 b ranch of f ices all over the country. I t ' s ca lcula ted 
tha t set t ing u p as m a n y b ranch o f f i ces as I C B C around the country wil l cos t a fore ign 
b a n k m o r e than 100 years even if it opens a b ranch a day. Obvious ly , c o m p e t i n g wi th 
local compet i to rs on n u m b e r of b ranches will be an expens ive w a y fo r fo re ign banks . 
The re fo re , fore ign banks should f ind other feasible channels to c o m p e n s a t e such 
weakness . 
Elec t ronic Bank ing as Al ternat ive 
P h o n e bank ing and Internet bank ing will ove rcome the geography incapabi l i ty 
o f fo re ign banks in acquir ing, at t ract ing and retaining target customers . W i t h a f f luen t 
exper ience , advanced technology, knowledgeab le expert ise, and sophis t ica ted 
m a n a g e m e n t skills in phone bank ing and Internet bank ing in m a n y emerg ing marke t s , 
fo re ign banks can leverage on these advantages to provide super ior conven ience a n d 
qual i ty service to their customers . Elec t ronic bank ing services wil l b e c o m e a 
b e a c h h e a d fo r fore ign banks in the w a k e o f C h i n a ' s W T O entry. H S B C said it w o u l d 
l aunch onl ine bank ing services in M a i n l a n d China dur ing the f irst half o f 2002. A n d 
it is r epor ted that m a n y others a lso have s imilar plans. H o n g Kong-based B a n k of 
Eas t As i a is one o f them. 
51 
M & A as Ef fec t ive Strategy 
H a v i n g been a usual tool of fore ign giant players in enter ing emerg ing marke t , 
me rge r and acquis i t ion strategy wil l br ing fore ign banks an e f f ic ien t channel in 
acqui r ing bet ter unders tanding of Chinese culture, Chinese marke t , potent ial Chinese 
cus tomers and relevant regulatory informat ion. Th rough the ne twork of the local 
m e r g e d or acqui red banks , they can also obtain a b igger p resence to bet ter serve 
Ch inese cus tomers . 
O n D e c e m b e r 29, 2001, H S B C acquired 8 percent s take in B a n k o f Shanghai 
indica t ing its ambi t ion in Shanghai market . Current ly, Ci t ibank is act ively 
negot ia t ing wi th B a n k of C o m m u n i c a t i o n and M i n s h e n g B a n k in order t o strive fo r 
the i r nat ional exposure . Wi th lessening l imitat ion o n the propor t ion of shares in local 
b a n k s that fore ign banks can purchase , it is ant icipated that m o r e fore ign banks wil l 
t ake this s trategy as an e f fec t ive m e a n to expand their bus iness in China. 
Expans ion to Other Financial Sectors 
Un l ike Ch inese local banks , fore ign banks are no t restrained f r o m doing 
securi t ies and inves tment bus inesses by local government . They have accumula t ed 
ve ry r ich exper ience in these areas and it is seen that s o m e fore ign banks are act ively 
seek ing the oppor tuni ty of f o r m i n g par tnership wi th the local securi t ies and 
inves tmen t f i rms. Recent ly , Ci t ibank s igned a m e m o wi th Ch ina Galaxy Securi t ies 
H o u s e for the provis ion of suppor t ing services, t raining, market ing , p roduc ts 
deve lop ing , i n fo rma t ion shar ing, and so on. 
In re turn, it is expec ted that fore ign banks can obta in access to local marke t 
and c u s t o m e r data such as cus tomer behav io r and cus tomer preference . This wil l 
p resen t t h e m wi th va luab le chance in ga in ing b roader cus tomer base over their local 
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counte rpar t s . Thus，they can get t hemse lves wel l p r epa red fo r the fu l l - sca le open o f 
C h i n a marke t . It is fo re seeab le tha t f ive years a f t e r W T O , fo re ign b a n k s wi l l h a v e 
m o r e c h a n n e l s fo r m a k i n g prof i ts . 
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SIZE & M A R K E T S H A R E IN C H I N A B Y B A N K I N G G R O U P ( E N D 1999) 
TOTAL ASSETS TOTAL LOANS TOTAL DEPOSITS 
RMB Share RMB Share RMB Share 
billion (%) billion (%) billion (%) 
State-owned Banks: 10,704 72.6 6,098 70.2 8,203 82.5 
ICBC 3,539 24.3 2,427 25.8 2,981 30.6 
ABC 2,618 17.8 1,364 14.5 1,695 17.4 
BOC 2,276 15.5 1,589 16.9 1,591 16.4 
CCB 2,201 15.0 1,201 12.7 1,759 18.2 
Policy Banks 1,585 10.8 1,317 15.2 37 0.3 
Shareholding Banks 1,582 10.7 802 9.2 1,200 1.2 
City Banks 598 4.1 310 3.5 459 4.6 
Foreign Banks 267 1.8 172 2.0 46 0.5 
TOTAL 14,736 100.0 8,699 100.0 9,945 100.0 
Source: Wong, Stanley. Impact of W T O on Banking Sector. Standard 
Char tered Bank, 23 Jun. 2001; China Finance Study C o m m i t t e e (中國金融學會). 




BALANCE SHEETS OF FOREIGN BANKS IN CHINA (USDIO MILLION) 
1992 1993 1994 1995 1996 1997 1998 1999 2000 
Assets 
Inter-bank Loans 57 47 74 134 197 238 223 219 
Associates or 143 262 217 317 562 484 445 657 
Subsidiaries 
Loans 309 416 758 1,275 1,943 2,747 2,605 2,147 1,860 
Others 44 33 135 188 290 321 145 156 
Total Assets 553 758 1,184 1,914 2,992 3,790 3,418 3,179 3,443 
Liabilities and 
Owners' Equity 
Inter-bank Deposits 32 33 43 108 179 240 197 210 
Associates or 230 389 651 1,225 2,115 2,742 2,383 2,096 
Subsidiaries 
Deposits 179 211 249 314 390 448 455 520 580 
Capital 65 91 139 176 198 227 259 268 
Others 47 34 102 91 110 135 124 85 
Total Liabilities 553 758 1,184 1,914 2,992 3,792 3,418 3,179 
and Owners' Equity 
Loan/Deposit 1.73 1.97 3.04 4.06 4.98 6.13 5.73 4.13 3.21 
Source: China Finance Study Commit tee(中國金融學會 ) .Almanac of China's 
Finance and Banking. Beijing: China Finance Press (中國金融出版社)，1993-2001. 
(2000 information obtained from INFOBANK). 
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